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SAFE-DEPOSITS BY JOHN TANN 











e All over the world there is an increasing use of safe-deposits. The 
renters of the small safes or * integers ’ have an ever-growing appreciation 
of the convenience of having a small safe to themselves, guarded by the main 
security of the bank or safe-deposit company. (In a recent example of a safe- 
deposit installation by John Tann in a Colonial bank, every safe was let six 
weeks after erection and the installation had to be doubled.) At the same 
time, banks and other institutions are becoming increasingly aware of the 
value of such an installation as an investment, deriving its income from the 
rent paid by the customer. Safe-deposits by John Tann find favour because 
of their fine workmanship, their complete safeguards against theft and fraud, 
and their thoughtful provision for the convenience of the customer. Below 


is illustrated part of a large installation just completed for a foreign bank 
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(zeho has been appointed chief gen ral manager of Martins Bank) 





he says he’s too busy 


NOT to see you... 


What’s on this caller’s card that opens the door to a busy executive’s 
office ? It’s just a symbol in the corner — the -B) of Burroughs. 
You see, that symbol stands for an organization whose job is to 
help save time. Through daily contact with all kinds of business, 
Burroughs is familiar with current problems in figuring, account- 
ing and statistical procedures — and how they are being solved. 
Burroughs knows time-saving trends in machine application. 
Burroughs has a complete line of machines that get figure work 
done in less time, at less cost, with less effort. 


Phat is why busy men welcome the visit of a Burroughs representa- : 

tions 
tran: 
tran: 


ever, 
356-366 Oxford Street, London, W.1, and principal cities. be h 
' 


tive. They know it takes time to save time. They know that time spent 
with a Burroughs man is a good investment. Phone him to-day. 


Regent 7261. Burroughs Adding Machine Limited, Avon House, 


inter 


WHEREVER THERE’S BUSINESS THERE’S accor 
clear 
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uu Burroughs 43) | = 


A ine tory a npletion at STRATHLEVEN, Scotland 





A Banker’s Diary 


MINISTERS in Mr. Attlee’s second administration—and particularly those con- 
cerned with economic affairs—have had an uncomfortable first month in office. 


At home, the mounting economic pressures on the Govern 


The ment’s policy of wage stabilization and artilicial prices, and 
Kirst the effects of rising social outlays upon the crippling burden of 
Month Government expenditure, make swelling preludes . Budge 


c 


which demands an heroic theme—and yet, for political reasons, 
may unhappily be allowed to fall flat. Abroad, the Treasury’s min pre 
occupation has been with the recrudescence, in an aggravated form the 
dilemma posed by the fact that Britain is both the centre of th ly 
and truly multilateral currency system and yet is an integral part of a Europe 
which is trying to build up a new system of trading from scratch. The diffi 
culties inherent in this situation have again become apparent, both in the 
attempt to reach a new payments arrangement with Western Germany and, 





especially, in the discussions on the project for a European Payments Union. 

This issue of THE BANKER—which necessarily went to press before the 
appearance of the new Economic Survey —devotes its two leading articles to 
a background survey of these two thorny problems. Other articles in this 
issue include a re-examination of the relations between the Stock Exchange 
and the public by Mr. Roland Bird, a critique of the effectiveness of Parlia- 
ment’s control over expenditure by Dr. Paul Einziz, and an article from 
Washington describing the part which the Export-fmport Bank ts expected 
to play in implementing President Truman’s “ Point IV” programme. In 
addition, this issue includes the first article of an important series examining 


the nature and extent of the risks involved for British banks in the finance of 
overseas trade and other “ foreign ’’ business; it is hoped that this series will 
be of wide interest both to the staffs concerned with such business in the banks 
and to the customers for whom these services are undertaken. 
SOME significant developments have taken place recently in the sphere of 
exchange control. Of greatest interest was the notice circulated by the Foreign 
Exchange Committee indicating that unless transferable sterling 
Exchange is paid directly from one transferable account to another it will 
Control —_jose its quality of transferability. It will be recalled that for 
Changes some time past the authorities have been bent on restricting 
movements of transferable sterling to direct commercial transac- 


tions between countries in the transferable group, forbidding third-party 


—4 


transactions which had provided the main loophole through which abuse of 
transferable sterling facilities had crept in. A number of London banks, how- 


ever, had been in the habit, when receiving transferable sterling which had to 
be held pending the receipt of specific instructions, of keeping this sterling in 
intermediate or suspense accounts and of transferring it later to a transferable 
account when the requt 


il 
clear beyond all doubt that 


! 


structions were received. It has now been made 
, when sterling has once been placed in such an 
account, it loses its transferability—except where the intermediary account 
sone to which funds have been or will be transferred to meet drawings under 


ulred 
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structions have also be rculated by the Foreign Exchange Coramittee 
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it in ne recentty negotiated concessions in respect of capital transfers to 


; 
Scandinavian countries under the Uniscan agreement explained in_ these 
columns last month. These instructions provide for the unfreezing of all 


Scandinavian sterling accounts, and leave the banks freedom to permit both 
iation of the funds in question. Reverse concessions 


ible with 





investment and repatri 
from the Scandinavian countries, however, are not in all cases compat 

those granted by the United Kingdom Norway, which is extremely short of 
sterling and as well as of the other Scandinavian currencies, has granted 


ymncess in wl I tter of capital movement. The arrangen 
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level of 1 | ; expected, a record fall— 
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Fa bi le 246 millions, to £5,646 millions. This is not 
‘ ¢ . : 55 oie 4 
howeve o spectacular an achievem as appears at 


first glance. The decline was only £14 millions larger than 


‘e} } ~ ea 5 om ail tla elich 

; i in February, 1949, and thus was insufficient to obliterate the shght 

; 40), 5 

det n, by comparison with the previous year, which had been shown 
' ' . ° : 7 . 1 , , 

nt nd of the ] tous few months. In the three months November- 
' ' - ’ *1)° enrt f 

february, the net contraction amounted to £218 millions, compared with £22 


millions in the similar period a year earlier. Needless to say, the counterpart 
f the month’s credit contraction is to be found in the banks’ holdir 

oating debt. This time, however, the repayments were distributed more 
venly between money market assets and holdings of Treasury deposit receipts, 
he former declining on the month by {£92 millions and the latter by £156 


lions These repayments bring the T.D.R. holding down to only £471 
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millions, at which level—as foreshadowed here last month—it becomes the 
smallest of the banks’ assets, representing 8.1 per cent. of gross deposits. The 
main effects of seasonal repayment of floating debt ended soon after the banks’ 
February make-up, but the return for March should show a further moderate 
contraction. E satly in the month the Treasury’s repayment of debt was 
unexpectedly accentuated by a purely technical operation—the International 
Monetary Fund decided to hold only one per cent., instead of 10 per cent., of 
its sterling balance in cash (as distinct from the special interest-free notes of 
the British Treasury in which the remainder is held). Accordingly, the Bank 
return of March 8 showed a decline of £42 millions in the “ Private ’’ deposits 
of the Bank, and the corresponding Exchequer return showed an equivalent 
increase in the loans to the Treasury under “‘ Other Debt—Internal ” 

The dominant influence upon the volume of money in the past few months 
has been a rather steep rise in demands for advances. February’s rise amounted 


February, Change on 

1950 Month Year 

£m. £m. £m. 
Deposits ea i a 5841.1 -244.0 + 23.9 
“* Net’ Deposits * , 5640.4 245.6 + 19.6 

% t 

Cash .. a . 476.1 (8.15) 25.7 5-3 
Money Market Assets .. £708.4 (29.2) 91.6 + 357-5 
Call Money 539.0 ( 9.2) 31.9 + 47.9 
Bills a , a 1169.4 (20.0) 59-7 t- 309.5 
Treasury Deposit Receipts 471.0 ( 8.1) 156.0 ~ 518.0 
investments plus Advances .: sin 3067.5 (52.6) + 20.4 + 786.8 
Investments ar i ine 1503.1 (25.8) 9.4 + 16.6 
Advances i se ‘ 1564.4 (26.8) - 38.8 $+ 170.2 
*After deducting items in course of collection. ¢ Ratio of assets to published deposits. 


to £39 millions compared with £22 millions in February, 1949, and brings the 
increase over the past six months up to no less than £134 millions or virtually 
double the corr a expansion a year previously. The latest quarterly 
classification of bank advances (which relates to all members of the British 
Bankers’ Association, but excludes advances outside Great Britain) reveals 
that a substantial proportion of this growth results from the appetites of the 
public sector of the economy. During the six months to last February (as will 
be seen from the table on page 61) aggregate advances in Great Britain rose 
by £149 millions to {1,646 millions, and of this increase no less than £79 
millions or 53 per cent. arose from the « expansio yn of the Public Utilities group 
(other than Transport). It seems very evident that the increase in the indus- 
trial categories mainly reflects the increased cost of financing stocks. 


{az annual addresses of the chairmen of the big British banks operating in 
the East are well recognized rich sources of information about economic 
conditions in Asia; this year’s addresses by Sir Arthur Morse 

Banking of the Hongkong and Shanghai Bank, Mr. V. A. Grantham of 
in the the Chartered Bank of India and Sir Thomas Strangman of the 
East Eastern Bank live well up to the tradition. Although all three 
banks showed slightly higher net profits in 1949 than in 1948 

-and although all three chairmen are scrupulously careful to keep their 
comments clear of political bias—the central theme which emerges from their 
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HE 


addresses is an unhappy one; it is a theme of vast economic potentialities 
wasted by political diticulties and dispute: 


Political interference with trade is, of course, most serious in China, where 


bank branches which once prospered exceedingly, are now a liability to share 
holders; they are being kept open in the hope that even : ane unist Govern. 
ment must eventually realize that, in China’s present economic cond 


are certain essential services which only foreign banks can adequately fulfil} 

The Communist shadow also hangs over Indo-China, whose exports are still 

sadly below their pre-war level and Burma, where exports of rice were higher 

than expected last year, | ut where the planted rice area has diminished cor 

iderably for 1950. In Malaya, on the other hand, ction of tin has 
Ly 


increased and production of rubber has been virtual 


1 th 


uintained in spite of 


7 


bandit operations (which have, however, retarded the Government s develop 

ment plans). Fortunately, the scars left by civil strife here do not seem to be 

so deep as those which may have been left in Indonesia; the effect of the 

establishment of the United States of Indonesia on the Indies’ vast potential 

production of rubber, tea, coffee, si gar and other commodities is being 

anxiously debated by traders—and by Indonesia’s compe -titors—everywhere 
t 


Another unwelcome feature of ld rade last year was the increase in 
Government intervention in Siam and the traditionally liberal Philippines. 


Even in Hong Kong the pervasive hand of Government restraint was seen—in 
the banning of free dealings in gold (after representations from the International 
Monetary Fund). This step, together with increasing uncertainty about thr 
situation in China, caused a summer slump in share prices in Hong Kong 
nevertheless, trade in the colony again reached new record levels. Finally 
each of the three bank chairmen drew attention to the advance in Asia’s 
economic welfare which could be attained if only some solution were found to 


the unhappy political disputes at present dividing India and Pakistan 


DurinG the past twelve months the Allied Control Council in Japan has 
gradually transferred to Japanese hands nearly all effective control over 
Japan’s domestic economy and a large part of that over her 
Japan foreign trade as well. Tie importation of foodstuffs (still 
Loosed from |Jargely financed by the American taxpayer) remains as almost 
the Leash the last economic preserve of the once all-powerful S.C.A.P 
This transfer of control has b en accompanied by the inclusion 

of eleven Japanese banks within the ranks of “ foreign exchange negotiators 
(a privilege hitherto reserved for foreign banks) and by a reciprecal granting ot 
permission to foreign banks to resume their operations inside Japan on the 


basis of their pre-war licences. The Japanese banks, incidentally, seem t 





have suffered a change of name but not of form under the so- . d banking 
reform which was much in the news two years ago; almost the only pre-war 


privilege still withheld from them is that of opening branches abroad. 

The fixing of a single general exchange rate of 360 yen to the dollar m 
April, 1949, confronted many Jap nese mi nufacturers with the alternative 0! 
cutting costs sharply or of going out of business. {[t says much for the com- 
petitive power of J ee ese ede that, despite this and despite the fairly 
stern policy of disinflation adopted since then, unemployment has not increased 


In fact, industrial “on ction increased by 30 per cent. during 1949; by the year 
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end it iad reached nearly 50 p of the 1932-30 average level, although 
the similar index of textile production still stood at only 26 per cent. External 
trade, however, continues to give cause for anxiety; in the eleven months to 
last November, Japan had an adverse trade balance of some $350 millions— 
; high figure for a country with its level of national income. Since November, 
too, prospects for trade with China (on which Japan would normally be largely 


ient) can hardly be said to have improved; and the country has also 
1 to run a large deficit with the sterling area. Under the current Anglo- 
Trad , Japanese purchases from the sterling area were 

C t {'5! ions in the year to end-June next, while sterling 
area purchases from Japan were expected to amount to £45 millions; at the 
moment sterling area purchases are up to schedule but Japanese purchases 
(thanks partly to the seasonal nature of Japanese requirements) are so well 
ahead of it that British banks operating in the country have had to undertake 
inaccustomed financing burdens 


reement will come to an end next June; negotiations on the meat price to 
be paid and the trade programme to be aimed at during the 
Sick Men cond year have now started in Buenos Aires. By all accounts 


HE first of the stipulated five years of the current Anglo-Argentine Trade 
gy 
ie] 


in Argentina seems to have come to these discussions with grandi- 
South loquent bids and no bargaining power. The chickens incubated 
America jn the Miranda period have now come home to roost. The 
igricultural sector of the economy, debilitated by tive years 


f inflation, attempted industrialization and unwise Government meddling, 





snow in no position to provide the exports needed to pay even for Argentina’s 
pre level of imports (especially as the last few months have been months 
f disastrous drought). Moreover, Argentina’s exchange reserves are now 
exhausted. During the past year Argentina has been hard put to it to secure 
nough sterling from her meat shipments to pay for essential imports of coal 


ind oil. Her violation of her promises to grant licences for inessential imports 
from Britain and to meet her commercial debt commitments has thus been due 
not so much to present wilfulness as to past mismanagement. 

{n these circumstances the programme for the second year of the Anglo- 
Argentine Trade Agreement is not likely to be easy to work out. Britain 
tainly insist that a due proportion of Argentina’s future sterling 

st aside for honouring commercial debts outstanding (the Americans 

have an arrangement of this sort for Argentina’s dollar earnings). It 
would be wise, however, to face the fact that so long as internal inflation drives 
these South American countries into difficulties on their balances of payments, 
many of them are going to try to put off the consequences as long as possible 
by milking any foreigners who conveniently present themselves for the purpose. 
Britain should exert every effort to impress upon these countries that it is only 
ig some attempt to live within their means that they can inspire 
: in customers and investors abroad, and thus obviate the continuing 
lecline in their living standards. This deterioration of living standards may 
be judged by a recent survey in the Monthly Review of the Federal Reserve 
Bank of New York, which estimated that Latin America’s dollar imports 
declined from $3,858 millions in 1947 to $2,750 millions in 1949—Argentina’s 


share falling from $680 millions to $133 millions. 
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Tr 20 at ’ > ) tintio: whoicl eh ' ‘o Iu tal ac. ‘ 
[HE trade and payments negotiations which have recently taken place between 
Rritar mnet Switzer thoy ielded an acreem + tender hic} ritain ie 
Britain and Switzerland have yielded an agreement under which Britain is to 


limit its gold transfers to Switzerland to a maximum of fr 
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he parent Association and is, appropriately, more 





lumber, 
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versary of the } 
lly ' ened its importance 
by decreeing that it should aiso be the number in which the iife and passing 
f Lord Norman fell to be recounted. The story and its tribute are presented 


than usuaily lush and variegated. 





i standing by a writ 


who evidently knew the 


Vltnh grace and deep under! 





* 
Governor well and who quotes that fitting seventeenth-century epitaph 
‘Whose singular praise it is to have done the best things in the worst 


times and hoped them in the most calamitous.’ 
[HE BANKER, too, is glad to publish this month a further tribute, in the shape 
of a sonnet from the pen of a friend and associate of Lord Norman. It 1s 
printed on page 22. 
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: ppstiat tense opening weeks of the new Parliament have left still unanswered 
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ition as well as for the Government. Neither party, presumably, 
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“ certainly more exhausting the claman ues of dor rT 
icy compel attenti For the t Tar bar idently in the 
; interests of the Op] 101 bu shoul mtinue to be ca 1 by 
the present Government and, in particular, that 1t should not press home its 
attac} Si which, if it carried the day, would put it at a tactical dis- 
advantage at the very outset of the new election campaign. Arguing from 
some such premises as these, the Government may | ssumi still 
has sc pursue in Mr. Attlee’s words—“‘ in pirit 
. and « e same prin ring the past four and a half vear , provi } 
: that it eschews all deliberately provocative measures. Certainly, there is no 
; sign whatever that the electoral dilemma has produced in the Government or 
co t 
it Transport House any real change -no sign, for example, that its 
principles of planning and control are a likely to be effectively diluted 
by liberal measures such as a genull ind a deliberate loosening of 
the feti upon the price mechanism. 
"¢ 
- 
F This being so, the prescription for domestic economic policy is likely to be 
( 5 } t i J 
: the mixture as before—a very mild disinflation (because anything less mild 
might impair the present condition of overfull employment), maintenance of 
artificial prices with the aid of subsidies, exhortations for restraint in the matter 
of personal incomes and consumption spending, and, by hook or by crook, a 
) few minor tax concessions intended to make wage-restraint look more tolerable 
5 all this is to be administered to a patient held as tightly as can be contrived in 
the present strait-jacket of control. From the Government’s point of view, 
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inless the control is to be further tightened, the 
res ! elf will need to be given in much larger doses if it is to serve 
palliative. Yet an increase in the dosage now seems to be ruled out 
no nics. 


by t! ard facts of politics as weil as by chose ol 
a 7 
intary Stabilization of 


On all sides there is evidence that the policy of v 


personal incomes is in disintegration Phe post-devaluation policy of the 


] 4 + f » ~~, - , 
trade nion ieaad s—-Ol trying to conil : ea i -j ze for another year 
Drov.c i price index does not rise Dy more than five points 
(1.e. 0 I Was approved by too narrow a Majority at last 

: man f . LAase 1, ~} } + smimnl as : 
Janua nce to offer any hope of holding back the principal dissentient 
ri i rmination to press their Claims regardiess of the Vvern- 
} M ° Las - J TOT Lp ithe n swat . Pm 

in would in any case have efrave ly prejudiced tne Maint 1ance ol 
1 ! ré Hut now re 1S Superimposec¢ pon th ese auinicuitics the 
is , tue ehat the r} t ean a -agoiiate t] rs 
kn y matter what the Government can do to regulate the official 
— oe. vt on —_— 
{ 1 cos living 1 ing and will rise further. Increases of 
re i 1 nt. ou e controlled prices Ol utility cotton cloths were 
pt mth, maimiy afiect F Corn c fabrics. The efiort to delay 
° - " + ' ¥ 
. as i prices of garments cannot be long sustained: and 
‘ +1 0 : 10 

sn on feel the effects of the steep rise in the price of 


yen more far-reaching in its implications is the problem of rail 
fr Government is now confronted with an unequivocal 





recs ndation for the increase sought by thi Tf unsport Commission 

I liy—to mention only the most striking of these price problems—the 
Ministry of Food is holding back large quantities of basic foods because any 
re] ta) aqaitiona: ci mM} ti ia t p veed below-cost price 5 would 
inv wutomatically a big addition to the bill for subsidies. This latest 
sit the tio ad absurdum of the whole price policy. The 


with its logical accompaniment of price control and sub- 


Sit \ dmitted by everyone at its outset to be the only fair way of 
apportioning a strictly limited supply; it was a policy of preventing “ rationing 
by pur Now, after ten years of increasing artificiality, it is so far out of 
tou ty that it has become a means of preventing a possibl increase 


int e balance of poli itica | forces ensures that the Chancellor cannot 
increase in subsidies, then any substantial increase in rations 


UI I 
wou! ire] ninister the coup de grace to its wages policy. 

umstances, it is easy to guess that the Government must be 
not ad irbed to find that voluntary dividend limitation is being observed 


j 


r mpletely at the beginning of its third year than it has been in the past 
twe number of companies that have broken away is still very small, but 
the tion has been much publicised. A Labour Government with a good 
majority would assuredly have replied by trying to replace voluntary restraint 
m of statutory control. As it is, the Government has no such 
weapon with which to reply to thé criticism which these dividend increases 
ire likely to provoke in many menacing wage-negotiations; and it is most 
i © summon the courage to explain honestly the underlying considera- 
tions involve d for to do so would be to expose the flaws in its own policy. In 
practice, of course, the supposed rough justice of the policy of “ stabilising ” 
persona! roe ; meant, even from the outset, that wages and dividends could 
move only one way—wages upwards, dividends downwards. Average wage-rates 


have been rising throughout these past two years (though more slowly than 
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before), while average dividend-rates have been stabilised on nominal capital 
and on real capital must have been falling. There is, moreover, no possibility 
that this relationship will be re ed, whatever happens to the policy of income- 
stabilisation. The refusal of a very small (but possibly in ising) minority of 
ompan be bound any lor by absolute limitation lividends does not 
mean ites, OF ¢ 1 the total amount i Ch 
st-vs ol e} risl xoregate profits p nuit ist twelve 
nonths rr fi ly ending in the fit lf of 1949 reeate 
profits showed no increase on the previous year, e% eto llowing for the 
incr rreciation based on present replacement 
3 ‘ly to mean that, although devaluation has 
proba prospect for some companies, many others 
will nd th ends 1 med ‘‘ by the purse ”’ rather than by respect 
for official! tation. The u ased payments by the few which disregard 
the fiat wuthority, and thus attract so much attention in trade union circles, 
are likely to be more than outweighed by the reductions dictated by the 
pressure of nomic circums 


This situation, 1t will be observed, presents an interesting parallel to that 
whic is been developing in rationed food. Over a wide area of the national 


i 
economy, it seems, conditions are arising in which tt would be safe—even from 
the standpoint of the Government’s over-rigid concepts of equity—-to move 
ste ¥ rom the tec 1 if phvsical control and exhortation towards 
the “ natural ’’ controls of ti irket-place. In many instances, as these 


examples show, the Government clings to the principles of rationing and 


artificial prices even though the special need for them has disappeared or is 


a 4 ie ‘a: ° 1 -s f eontrole ice i90tf 
fast Ciminisning In other instances, where continuance of « trols 1S ju stified 
” . ee * ‘ ‘ a . } = the nric yetrVmMeEN - h a1 7 
by continued shortage, the refusal to bring the price-instrument to the aid of 
ining has the effect of making the shortage itself the more burdensome. 





‘re is this more apparent than in housing. [n its determination that 
accommodation shall not in any degree be rationed by purse, the Government 


keeps rents far below the economic level and yet pushes up the standards of 
new housing in terms both of the accommodation and of the amenities provided 
for each new tenant. Both objectives are praiseworthy ideals of long-run 
housing policy: but their effect in combination ts that, so long as the shortage 
lasts, the many in the housing queues must remain intolerably housed in order 
that the allottees of new housing shall be well housed. Just as in other spheres 
the policy of “‘ fair shares’ has often meant a needless levelling-down, so in 


this matter of } ousing the policy must look to the unfortunates like a deliberate 
effort to produce “ unfair shares’’. If the level of rents were more nearly 
telated to the true economic cost of the accommodation provided, tl 
scarcely room for doubt that the available housing facilities, both old and 
new, would be more equitably—as well as more economically—spread through- 
mut the community. The standards of the best working-class housing would 
probably be reduced somewhat, but the average standards would rise, and the 
total satisfaction from the available housing would be greatly increased. 

This same dilemma presents itself in many guises throughout the national 
economy. Everywhere the community is suffering through neglect of the 
principles of the price mechanism. Especially is this true of the apparent 
deadlock in the matter of rationed fcod and subsidies: in the unfairness and 
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most, some revision of income-tax 


plan to achieve real economies, the 
large, for they would in any case giv 


) UN] uir even the present insufficient 


t <cept for munoi 
eliefs dictated by tics rather than by any financial considerations—be a 
non-controversi: r at least a non-provocative, budget ? Undoubtedly the 


Government would so regard it, and would presumably expect the Opposition 
not to compel it to run the incredibly exhausting yauntlet to which it could be 
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Opposition to take a similar view, provided there is no provocation from th 
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buday¢ could probably encompass tne Gowniail oF the Government, put 
provoke its defeat in this way, or indeed at any early stage, would doubtless b 
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would not be permitted except in quite special circumstances, the bill presented 
immediately after tl lection—that it could be delayed so long was due, of 
course, to the dangerous convenience of the very large borrowing powers now 
permitted t ncies Fund—amounted to {£148 millions 
bringing t! mentaries to nearly {170 millions. So larg 
failure as t) be excused by such wordy quibbles as tho 
in which Su d during the relevant debate, or even by 
the fact that 1 other votes 

Second block of ri pendi has p ( 
beyond the trol not only of Parliament but of the Treasury itself. Nearly 
{100 milli f the post-election bill was for the Health Service, of which th 
budgetary cost alone (other portions are financed from the National Insuran 
Fund and from local rates) has in 1949-50 exceeded estimate by no less thai 
37 per cent., bringing the charge to the tax-payer up to nearly £370 millions 


As the Oppositi justifiably complained during the debate, the Chancellor 





+ } } c . oe 4 ‘ see oe ay 
must have been w of these frightening excesses at the very time when 
after the devalu: was urging the need for new and drastic economies 


and declaring that the Government was exercising the utmost vigilance. Yet 


no hint was given that so large a leakage was takin l ind nothing w: 
- — F a oe tm: hes © i : ne i aaa wecet ae. - 
apparently done to stop it. Nor, despite the assurances now given that efforts 


are being made to impose some control over these expenditures, is there any 
expectation that the cost of the service can be stabilized in the coming year 
The “‘ original’ estimate of the budgetary charge for 1950-51 is £393 millions 
~an increase of £34 millions on the final estimate for 1949-50, and one of mor« 
than 50 per cent. on the estimate framed at this time last year. 

Thirdly, the estimates for ‘‘ Supply ” expenditure as a whole for the coming 
year make it plain that there can be no hope of any perceptible relief from the 
penal and abnormal level of taxation without radical changes, of the kind 
indicated above, in the whole basis of economic and fiscal policy. And the 
estimates suggest that the Government is not even preparing for such a change 
Despite the administrative economies promised last autumn—economies whict 
were to take full effect this year—aggregate ordinary expenditure, at about 
{3,450 millions, shows a prospective increase of some {150 millions over th 
orginal estimates for 1949-50. Even supposing that expenditure in the new 
year can be kept within the estimate—a very optimistic assumption—it will 
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absorb, on a true comparison, fully £350 millions more than was required in 














mcealed by the running-down of residual war expenditures 
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[hese grim facts, the import of which is apparent even from so bald an 
iccount as this, make in combination a c case for ongest possible 
I 


l 
pressure upon the Government to mend its ways. If the present drift co 


1tinues, 





iste, its 

dead ffects initiati strous impact upon the supply of 

risk capital, and its threat to the export cost structure upon which all hopes 
, 7 >| T > }" ; 

doth ised. th consequeiices, 1 Willi ve seen 

are quite apart fro he need to use the budgetary weapon to enforce a suffi- 

wid create in the budget, through a reserve of taxable 

room for manoeuvre against a future emergency—whether of 

ay - 1 ‘ ee F e all ¢haca ro- - 1+ 3 thin rlair 15+ f 

d 1] or ft at OI Wal or allt 6 Teasons, IS tne piain duty of 

oO on to demand of the Government firm assurances that real and 

f isures of economy are being put in hand forthwith: to insist that 


the Chancellor shall overhaul the svstem of Treasury control of departmental 

li balances) and shall explain the 
1 1 char to Parliament; to seek in conjunction with the Government 
wavs ( toring t] efiectiveness of financial control by Parliament itself. 
} i i ybjective might be sought are discussed 


in mtributed article which appears on page 29; but, apart from these, an 
imi iat » which might prove salutary would be a large curtailment of 
tl be VII powers T ¢] Ci il Ci n ineencies Fund. 

T ure along each of tl three lines should be regarded as the 
minimum duty of the O7 ion in the coming debates. It should also ponder 


refully whether, despite the precartousness of the political balance and the 


u Pi : F s a ° ror 
n iit | f the budget, it has not an obligation to go even 
furt! No amount of conc ble ‘‘ administrative ’’ economies and prunings 
_ a 1] ‘ } oa a ee an 
i I T Co DOSSIDIY proc 1 lvings needed to permit any 


ienl int alleviation of the load of taxation. The question to be considered 
therefore, is whether the Opposition should mount the strongest possible 
tack upon the budget unless the Government concedes the need for an 
independent review of the whole range of expenditure, or at least of the 
problem of subsidies in its relationship to uneconomic pricing as well as to the 
budget. The expediency of pressing such demands home at this juncture is 
not easy to assess. But at least the question ought not to be dismissed merely 
on 1 party grounds that the Opposition should not risk being forced into 
fighting an election on the issue of retrenchment. This is precisely the issue 
which, sooner or later, its stand must be made. 





t! il momentum of growth during these post-war 





























err cr 


——- mm wee tet UlmtlClC Ole Oe eS 








13 


eee ie Payments and Germany 


1 reconstructton scen 


WO} robles dominate the Eu 
They are the creation of a new intra-E 


eR 
Ula 





uropean payments system ar d the 








econ recovery of Germany. These two issues will be the main concern 
of the O.E.E.C. and E.C.A. d sin the coming ade, They may appear 
poles apart to anyone uni W th end ) liscussions; but in 
fact the two issues touch at so many points that there is no incongruity In 
dealing with them—as will be done here—in the course of a single articl 

The European payments discussions centre in the project for a European 
Payments Union to secure the multilateralization European balances of 
payments and the free transfe rability within Europe of European currencies 


Some of the difficulties that have already been encountered in working out 
the detauls within tne first broad framework of this scheme are discussed in 
} tear mar - y - — sr dAarix: fy noay pta y 
the latter part of this article. t, in principle, they derive fundamentally 


e. Bu 
from the clash | between those who believe that the new Pay: nents Union must 
supersede existing payments arrangements, including those involving sterling 
and the wher ste area, and others whose faith iu 1 gradual evolution forbids them 
to discard machinery which is in existence and is doing valuable work. Within 
this clash of philosophies there may also be seen hints, particularily on the 
British side, of a predilection for the protection and security which’ can be 
provided under - bilaterialism of the e: ng payments agreements. These 
hints are strengthened by the efforts which ae been made by Britain in 





recent months to negotiate new payments agreements with continental coun- 
tries, inclu ding x Western Germany, which would draw such countries closer to 
the sterling area and banish gold or dollar payments from their monetary 


relationships. I[t is at this point that there is a clear junction between the 
problems of German reconstruction and the wider issue of intra-European 
payments. For Germany has a vital economic réle to play in the plan for a 
multilateral Europe, and its capacity to play it depends on the health of the 
German econo! my. It has lately become aes evident that there can be 
no hope of genuine reconstruction in Europe, no conceivable hope of solvency 
with the dollar world by the time Marshall Aid ends, unless Western Germany is 
brought effectively within the fold of the European community. At the same 
time it is clear that it is in Germany, where progress towards “ dollar viability ” 
has been slowest, that the greatest effort of reconstruction—moral and political 
as well as economic—has to be made. This explains why the problem of 
promoting economic recovery in Germany is now placed high on the list oi 
0.E.E.C. priorities. 

This issue has also been brought into the limelight by the recent exchange 
of reports and memoranda between the West German Government and the 
Economic Co-operation Administration in Germany. Like all other recipients 
of E.R.P. aid, the West German Government recently produce d its report on 
its long-term programme, showing how economic recovery has been progressing 
in Ger rmany, indicating the trends which emerge from these deve lopments, and 
analysing the apparent prosy ects for the final two years of the Marshall plan. 
To understand the tone and content of this report it needs to be realized that, 
since the monetary reform of 1948, the German economy has been propelled 
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by a policy of /aissez-/atre liberalism of a more extreme kind than has beeg 
encountered anywhere else in Europe. But it is apparent from the report 
that this /aissez-faire, so far from being deliberately chosen as the means cop- 
ceived to be most likely to restore dollar equilibrium, has been based on the 
confident assumption, and indeed expectation, of continuing help from the 
United States. In the words of the E.C.A. Mission, “ viability in Westem 
Germany depends not so much on German efforts as on fate” 

There is no serious dispute about which of Western Germany’s economic 
problems are the really fundamental ones. The critical needs are for a reduc- 
tion of unemployment to a tolerable figure; an increase in the productivity of 
jabour, necessitating the provision of adequate capital for the re-equipment of 
industry; and, finally, a progressive reduction of the deficit on the balance of 


payments. If Western Germany is to dispense with abnormal outside aid by 
1952, the rate of economic progress postulated in the German programmes is 
clearly insufficient. The gross national product, which has increased from 


D.M. So billions in 1948-49 to an estimated D.M. 92.6 billions in 1949-50, is 
expected to increase further to D.M. 96.1 billions in 1950-51 and D.M. 100.9 
billions in 1951-52. ‘he rate of expected increase in the last two years of the 


~ mme is, therefore, only one-third of that achieved in the first year of 








the Marshall period. The programme would still leave production per head 
in We ern Germany by 1951-52 at only 86 per cent. of the 1936 level. The 
general impression given by the detailed estimates which underlie these totals 
makes an odd somtinaita n of excessive pessimism with excessive optimism. 
As E.C.A. comments, there is “‘ too much pessimism in the setting of goals, too 
much optimism in expecting that the goals will be reached without very com- 
prehensive and painful efforts ”’. 

One of the basic facts in the German economic situation is the level of 
unemployment. At the end of 1949 the total unemployed was 1,558,000, 
excluding over 50,000 people employed on pu bie relief projects. This total 
represented I1 per cent. of the available lab our force and showed an increase of 
800,000 during the year. The existence of so large a volume of unemployment 
is largely due to the persistent inflow of refugees from Eastern Germany and 
the fact that so much of the German industrial machine was shattered by the 
end of the war and is still unrepaired. Such explanations, however, cannot 


excuse the absence of any really strenuous efforts to bring g this mass of available 
labour into active work. The German memorandum ac tually { forecasts a steady 
rise in unemployment to a level of 1,780,000 in June, 1951, and a continuation 
il 1952. The memorandum implies that it is beyond the power 
e Government to prevent or influes nce this tragic course of events. The 
E.C.A. retort to this is terse and pointed: “ the laissez-fatre and defeatist 
attitude embodied in the nnaendns ys will not do. If expansionist 
monetary and fiscal measures are necessary to alleviate une nploym« nt, as 
they probably are, then a careful programme should be worked out now’ 


The official German attitude to the dual problem of unemployment and 
balance of payments is well illustrated in the reasoning ‘that, if more people 
are put to work, there will have to be lc wee r imports of food and raw mde rials; 
in consequence, Germany will require a greater measure of assistance from the 
United States. No attempt is made to assess how far the produce of the labour 
now unemployed might be directed to exports and might thus lighten, not 
burden, the deficit on the West German balance of payments. 
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For the year to June 30 next, this deficit, expressed in dollars, is expected 
to be $839 millic The deficit is expected to fall to $580 millions in 1950-51, 
and to $400 sions in 1951-52. Of all the participants in Marshall Aid, 
Germany provides the least indication of a return to dollar solvency by the 
end of the programme. Moreover, there is no indication in the German memo- 
randum that any considerable decline in food consumption is expected in the 
year following the completion of the Marshall programme. In other words, 
ermany is making the assumption that American aid in one form or another 
wil continue beyond 1952. 
fhe assumption that aid will continue is most apparent in the absence of 
ny promise of positive measures to promote expr rts. The German Govern- 
nent’s s report affirms that German economic pol cy is opposed to < 
tation, and tha in consequence it will avoid any restraints on consumption 
even though these may be needed to promote exports. To this argument, the 
E.C.A. Report retorts that “ abhorrence of controls has been extended to an 
unwillingness to take the positive steps required for the aint of exports ’ 
The vehemence of this American reaction to the German report, however, 
seems to be shaking the German authorities in Bonn out of their complacency; 
they have since indicated that they may take indirect steps to promote German 
iin particuiar may resort to fiscal measures such as the imposition 
Any attempt to appraise the chances of effective measures 
er, that the German Government, in pursuing 
not mere ly giVi lz ¢ pression to a philosophy of its 
to political realities, including the very definite fact that 
is a reaction against the controls and compulsions 
ich have been fettering the German nation, not for ten, but for twenty years. 
1 the prevailing mood, and as experience of Germany before the monetary 
reform showed, there is no hope of securing from the population the discipline 
required for an effective enforcement of physical controls. The task of restoring 
the German balance of pavments to equilibrium must, it seems, be attempted 
by less direct, if more orthodox, means—embracing fiscal policy and credit 
restriction. Yet the orthodox devices of credit restriction and the like become 
politically difficult to apply, and perhaps are made economically less effective, 
in a country which faces such structural unemployment as that which has 
Gemmany in its clutches to-day; moreover, at the frontiers of the Russian zone, 
undreds of thousands of would-be immigrants are clamouring to be let in. 
Essentially the problem is one of finding additional capital to restore the 
shattered industrial potential. Much of it will have to be provided by foreig 
couniries. The Germans themselves are constantly stressing the crucial 
importance of an investment programme, but their report contains no indica- 
tion of how such a programme is to be satisfactorily implemented on a sufficient 
scale. investment outlays in 1948-49 were equivalent to 24 per cent. of the 
gross national product; but this percentage is expected to fail to 20 per cent. 
by 1951-52. On the financial side, the biggest item in the pro forma balance 
sheet of gross investment is the depreciation seapegan made by companies. 
This is expected to rise to D.M. 7} billions by 1951-52, for which year total gross 
investment is put at D.M. 20.1 billions. Counterpart funds provide the next 
most important source of funds, namely, D.M. 2 billions in 1949-50, D.M. 2.2 
billions in 1950-51 and D.M. 1.6 billions in 1951-52. No estimate is included 
for other private savings; even so, it is clear from these figures that if Germany 
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is to solve its economic problem on satisfactory lines and without a considerable 
reduction in its consumption level, it can only be with the help of a considerable 
inflow of An in and perhaps British capital. 

The comm 1 and ancial | s between Germany and tt ling 
area, and t 1 of a possible channel through which st capital 
might flow in moderate amounts to Germany, have been under discussion in 
the recent negotiations in Frankfurt between representatives of the two 
g I : { negotiatl ve f into two distinct j ~the 
comm < t nancial Ul wand, < ittempt ha mace to 
det : tles of commodities whic night | xcha i betweer 
Western Germ and t sterling area. This ha tensibly b t main 
object of the tal 1d the British delezation has, in cons en headed 
by Lt iD ira \ ace oikcial. RR pid and Satisfactory prog SS Was made on 
this side. It was soon realized that potential exports from Germany to Britain 
would consist of articles which would compete directly with British manu 
factures in the domestic market, but the British negotiators showed no disposi 
tion to resent this. On the contrary, they seem to have welcomed it, indicating 
that it would be to the mutual benefit of all concerned if a little more German 
competition made itself apparent in this country. The ultimate objective of 
the commercial discussions, it should be observed, is to throw open the British 
open general licence system to German imports and thus to include Westem 
Germany in the scope of the trade liberalization proposals, from which 
Belcium and Luxembourg, it is now excluded. 

he consequential repercussions in the sphere of finance, however, hav 


1 rs £ 


raised the most delicate and sensitive of issues. At present, the payments 


arrangements between the sterling area and Germany are based on an agree 


Beg 
ment wi ich Moy ides ‘ *“ey ing” f {7} millic ns to CoOVePrT eQCK nal fy Tl tion 
ment which provides a swing OF #75 MuUONS tO COV CasOnai NUCctuations 
: } a ee Qe a er meee + , eo ee a en 
in the balances of payments between the two areas. if either side overdraws 


beyond this figure of £73 millions, gold or dollar payments immediately come 
into play. During the past year Britain has lost a certain amount of gold to 
Western Germany under this payments scheme, but more recently the balance 
of payments has swung violently in the sterling area’s favour; although 
Western Germany still has a credit balance in sterling, it is well within the 
permitted “ swing ”’ of the agreement. 

The intention of the British representatives in these talks has been to 
induce the West German Government to remove the dollar sign from the 


~ayments agreements between the two areas—in other words, to make th 








“swing ’”’ an unlimited one, just as it is in Britain’s agreements with the 
Scandinavian countries and also in the longer-standing arrangements between 
members of the sterling area itself. At a comparatively early stage of the 
negotiations, the United States authorities, who were inevitably kept 

of what was happening, expressed some concern at what they deemed t 
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attempt by Britain to draw Western Germany within the orbit of the sterling 





area, an entity about which American suspicion vies with American igr 
Inevitably, this whole issue became immediately and inextricably 
with the dis ions on the new Europe ion. The differences 





crystallized into one 


of view on this payments system for 
fundamental issue, namely, whether the proposed E.P.U. is to supersede all 
existing bilateral payments arrangements between 
whether it is merely to be a lender of last resort which would come into operfa- 


the member countries or 
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tion only after the credit facilities available under existing bilateral arrange 
ments have been fully exhausted. Although that issue is expressed in general 
terms, it is clear that in fact it applies to sterling only. Such bilateral agree 
ments as those between France and Italy have no international significanc 
whatever. But the agreements to which the United Kingdom is a party art 
affected by all the complications and advantages deriving from the fact that 
sterling is an international currency, that agreements with Britain are in 
effect payments arrangements with the whole sterling area, and that holdings 
of sterling within O.E.E.C. countries are in the normal course affected also by 
payments to and from non-O.E.E.C. third parties outside the sterling area. 
The British authorities are prepared to fight to the last ditch for the principk 
that the existing pattern of monetary and payments agreements through whicl 
sterling is thus kept in international circulation should be held sacrosanct. 
With this end in view, the British delegates in the recent negotiations on this 
problem have even suggested that, while Britain would be prepared to 
the general obligation to run a limited credit balance with the proposed E.P.U. 
(should such a balance arise from the general course of payments), she woul 
not demand the parallel right to run a debit balance—-provided that the boi 
rowing facilities available under the existing bilateral payments agreements 
were maintained. This is the “ special relationship ’ of which so much has 
been heard in recent discussions on this problem; it was, of course, the demand 





for such a relationship that caused Mr. Paul Hoffman to express his “ annoy 
ce” h Brita . 

The nce of the whole problem is admirably illustrated | he proj 
payments agreements with Germany. If the dollar sign is bantshed from 
these arrangements and if the West German Government and Britain are 
prepared to exchange, if not unlimited, at least substantial overdraft facilities 
to cover the seasonal tluctuations in their balances of payments, the proposec 
European Payments Union might not have to be used on any appreciabl 
scale in clearing the debts arising from Germany’s sterling trad The Ameri 
cans and some Europeans object that any wide extension of the sterlin 
mechanism in this way would in fact make the E.P.U. unnecessary. On this 
point the British authorities would wholeheartedly agree—but they would not 
regard it as an objection. They contend that, provided that sterling is made 
eally tra rable within Europe, it could do all the work that is exp: 





from the European Payments Union. Admittedly, the point has not yet 
reached at which that objective can be secured. Nor would it be possible to 
btain from the United States the $600 million pool of Marshall dollars whici 
is being earmarked for the proposed E.P.U. if its work were to be handed ove 
to the mechanism of the sterling area. There is, therefore, every reason why 


E.P.U. plans should go forward. But the E.P.U. must at best be regarded as 
a stopgap improvisation. It would appear to be the height of irresponsibility 
to sacrifice to this blueprint the going concern which is now represented by the 
sterling area mechanism and the pattern of sterling monetary and payments 
agreements. But at the same time it would be well for the British authorities 
to think clearly about the choice which lies before them. Do they wish to 
retain the sterling mechanism because it is the best and most promising avenue 
to multilateral payments, or because of the element of bilateralism and exclu 
sivity that has crept into it during the past ten years ? An honest answer to 
this question will greatly help the difficult negotiations now under way in Paris. 
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Stock Exchange and Public 
By Roland Bird 


— Ww t y] tl tock Exchange seemed 
q itself, somethi less than deft in its relations with other 
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I I that $s not $sa hing to the 
i it as W superticia ther than a vicious on- 
Ve ought,’ said Mr. Morrison at one point, “ to recognize that in 
. re es | — rs em armctatest rrr ¢ 1] , » 
Tat rial sy 1 sucl u nay well be necessary ”’. 
! mor f a concession than some of his political leagues 
toa t, but it did not save him from a devastating 
t reply from the Chairman of the Stock Exchange Council. Why 
ison merely “‘ presume’’ that the Stock Exchange had useful 
t o ) LI welal « . 7c TIKN sam +h “han r c iweh 
arge He could always ri r up th Chancellor of the Exche- 
ire the Bank of England—-and learn what the Stock Exchange 
1d whether it is of value. With a classical sweep of language and 





t] > of a handful of facts, Mr. Braithwaite rammed home his main 


sable machinery tnt 5 j 1 ) Stan I ’ lif 
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sticl it was immediately sluiced away by a powerful stream of 
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gard this as a mere election episode—a matter on which the 

change authorities had perhaps done a little quiet thinking before- 

hand, in anticipation of some such attack at some stage of the campaign? Or 
{ ines of the Chairman’s statement mark the emergence of a new attitude 
on part towards what, for want of a better phrase, might be called Stock 
Exchange public relations? There are some callings which in their nature are 
well ied; the public has few hard words for engine-drivers or village 
cobblers. But there are others for which it has no warmth at all, among them 
soul-less bureaucrats ’’ and stockbrokers. This is, of course, largely a matter 
of folk-lore, but it is none the less an important fact of life. It means that the 


stockbroker starts off with a double disadvantage when he tries to explain 
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wi floes. He is talking to an audience a large part of which tends to 
+ y he has to say, while the other part, though it may understand 
son f stockbroking, would be hard put to fit the activities of the security 


markets into the larger economic scene. It is exactly this jigsaw which has to 





be fitted together and convincingly demonstrated if the Stock Exchange is to 
fer a satisfactory apologia pro vita sua. And it was this fitting together which 
Mr. braut waite’s reply did so effectively. 

Against this broader background, such recent improvements in Stock 
Exchange policy as the eg IRE fund to protect the investing public 
wainst | resulting from the failure of me mbers, and the request which 
has lateiv gon ut to 0,500 companies suggest ing improvemé nts in the content 


and arrangement of preliminary profits statements appear as sensible measures 
yf reform, if hardly exciting in themselves. Both improvements have been on 


1 


rable rps they are useful now, but would have 


lapr t very conside 
een ful still if they had been pushed through with a little more 
vig rlier stage. But ne ither is a negligible step, and each fits into 


a pattern of readily accepted public responsibility which has always been 
characteristic of the best phases oi Stock Exchange government. What dis- 


4 





tinguishes them from earlier reforms of the same common-sense kind is that 
both are concerned with the outside relations of the Stock Exchange precisely 
at the time when its internal capacity to earn its own bread and butter is being 
sul ted to rious q estioning. 

» Stock Exchange year which has just closed has been a miserable affair. 


There is great misgiving to-day on the part of many members whether the 
rewards—when, which was not the case last year, there are any—are commen- 
surate with the skill, risk and responsibility which brokers and jobbers alike 
. The fat years of the post-war inflation were fat only for the 
wr, and there is now no adequate cushion of reserves to maintain 
average firm through a prolonged period of small turnover and falling 
security prices. It always u sed t to be said that a broker made enough in two 
wr three good years to keep himsel \f afloat during three or four poor years; now 
| years he works for the I benefit of the Chancellor of the Exchequer 
and stands the ris k of the poor years in his own pocket. Is it surprising that 
1, in ability and in jobbing capital, fails to be attracted to the 
lepressed area womid S caaties 0 Street ? 
I is declining phase permanent? Can it be corrected? If not, what is 
manlike course of meeting it? The problem is not for the “ House”’ 
[t exists to give the public a service and in the last resort it is the 
public which decides how much Stock Exchange business is done; but “ the 
public is a rather ambiguous term for diaudihae the sources of Stock Exchange 
business. These sources become increasingly institutional in character, and 
more predominantly concerned with dealings in gilt-edged stocks. For the 
investment brokers who enjoy good institutional connexions, there is good 
business to be done and a satisfactory income to be earned. Although they 
include some of the biggest brokerage firms, however, they account for a 
‘ of total broker members. The increasing concentration of dealing in 
ional hands and the ever-widening orbit of the gilt-edged list mean 
proportionately less scope for individual investment business in miscellaneous 
stocks. This business, formerly the mainstay of the market, falls steadily year 
by year 
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The sources of Stock Exchange business in the past sprang from the ilow of 
personal savings, invested by a series of personal decisions by investors who 
had some degree of knowledge of the complex factors which determine th 
choice of securities. The redistribution of incomes has changed all 
has produced, as a result of heavy taxation, a group of past savers who are 
now decumulating and living on their capital. It has also produced a redis 
tribution in favour of the lower income groups, whose larger share tends not 
to be saved but rather to be used for purposes of current consumption. Even 
if the groups which have thus been favoured were to save the whole of thei: 
additional income, it is certain that the bulk of such savings would not find 
their way directly to the security markets, and doubtful, to say the le 








St 
whether they should. There are other obvious priorities in investment for the 
man of small means before he begins to adventure his savings in the market 
an adequate cash reserve, a house of his own, and a reasonable quota of lif 


+ 


] 
+ 


insurance are among them. There is no major source of risk capital to be 
tapped here, directly at any rate; the small saver may contribute to some 
extent to the investment resources of the institutions, but the cost of getting 
his direct business is, at present, out of all proportion to 1ts volume.* 

It should not be supposed thai these are phenomena hmited to Britain 
h 


We have gone much further in this country towards the redistribution of 
incomes through taxation policy than have the Americans. But the drying 
ip of adequate perso! il business on the London Stock Ex« nange is matched 
by precisely the same kind of drying up on Wall Street he redistributior 
there has been, as here, at the expense of the large personal and corporate 
incomes, and towards wage and farm incomes. The efforts of the bigger Wall 
Street brokerage houses to attract new business from the new wealthy 

ire, however, far beyond the modest efforts which are made im this country 
ind they may have some lessons for us. Brokerage houses on Wall Street are 
I course uninhibited by the restrictions on advertising which prevail i 
London, and they make the most of American salesmanship methods and 


publicity attack. Here is an extract from a report issued by one of the largest 


American brokerage ms, Merrill Lynch, Pierce, Fenner anc Beane (irr 
rently but affectionately known on Wall Street as Phe Thundering Herd’ 


or ‘‘All this, and Fenner too ’ 
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fhis is resounding stuff, but, in spirit, it is the substance of Mr. Braithwaite s 


reply to Mr. Herbert Morrison. The difference lies, of course, in the applicatior 








of these ideas in the two markets. Merrill Lynch has no counterpart in London 
its bigness is not of the kind which could be accommodated to London methods 
* Any new readers of THE BANKER who wish to explore further some of these longer-term 


problems and tendencies—-especially the effects of steeply progressive taxation on the flow ol 
avings and upon the mechanics of the Stock Exchange—may care to refer to the symposium o! 
eight articles which comprised THE BANKER’S special number on ‘‘ The Future of the Stock 
arch, 1949. A limited supply ot copies is stil] available —Ep 
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of trading. But it has made an important effort in recent years to capture a 
large share of small investment business. In 1948, it did nearly one-tenth of 
the “‘ round-lot '’ business (100 shares or multiples) and over one-eighth of the 
‘odd-lot ’’ business done on the New York Stock Exchange. It transacted 
rather over a million security transactions and averaged $18.63 per deal in 
ommission—say {4 10s. at the old rate of exchange. It had 2,900 employees; 
38 general partners devoting their full time to the firm; 98 offices in 96 cities 
f the United States; it spent over $14 million on research, publishing and 
advertising, including $441,369.38 for newspaper and magazine space, and 
paid nearly $2} millions for wire service, tickers and communications. 

The lesson of Merrill Lynch is not that size is all that successful brokerage 
requires, but that a firm as big as this has found that careful attention to small 
business can be made to pay. Such business needs, and gets, a high degree 
if mechanization. It also needs a continuing educational campaign—quarterly 
surveys of industries and securities, and basic handbooks on how to invest and 
how to read a financial report, all admirably clear and attractively produced. 
4 highly specialized research organization has to be brought together and paid 
for. None of this could be translated as it stands to the conditions in which 
the London market has to operate. But it would be stiff-necked to suppose 
that it carries no pennies for the strengthening of the market here. By such 


methods as these—unconventional though they may appear—Wall Street has 
enormously improved its “ public re lations "s it is not so long. after all, since 
its leaders were being denounced as “ gluttons of privilege ’’’. But it is only 


six months since cries of “‘ obscene plundering ” went unanswered by Throg- 
morton Street. 

An effective answer to irresponsible charges of this kind rests on two con- 
ditions. There must be continual alertness to explain what the Stock Exchange 
is and what it does. There must, in other words, be a deliberate cultivation of 
good public relations, which does not mean an official PRO putting out sheaves 
f “hand-outs ’’’, but rather a fuller flow of factual information about the 
business of the “‘ House” (the deficiencies of London’s trading statistics are, 
las, notortc bus) und the timely interpretation of these facts, by the Council 
and by members, in terms which the general public will understand. The second 
condition is more difficult and more fundamerital; it is that the London market 
should be demonstrably efficient to carry out the volume of security business 
which the public : equires Phat volume is falling, and although with more 
imaginative methods it might be possible to encourage some increase in the 
total of individual transactions, the causes of the declining flow of business are 
pervasive and may well be permanent. It would be optimistic to suppose that 
1 radical expansion in business is to be had by more aggressive methods of 


business-getting, at least in the next few years. But these are st ‘ly to be the 
nde years, the years of under-employment and under-remuneration. There 
is little doubt that the Stock Exc hange is relatively over-manned aie present 


conditions and tha ut adjustments of size are already in progress. The important 
juestion is whether these changes will leave a smaller number of larger and 
stronger firms, o7 Pe ether the average size of firms will be reduced. In the 
interests of efficiency, the former is desirable, but automatic and perfectionist 
solutions can rarely be made to work in cases where the forces of tradition and 
close personal relationships are strong—as they are for most Stock Exchange 
firms and their clients. 
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Yet the test is upon the “ House’’. Nothing has happened since the 
imbroglio on the sharing of commissions to improve the average broker's 
expectation of earning a reasonable living. If the fall in members (and their 
incomes) is allowed to work out its consequences by free choice, it wiil be a 
1e© market 

rm, Or uly 
the committee of a private club (albeit a club which fully admits its public 


prolonged and painful process, perhaps le: uving important areas oft 


EF 


by 
i 
inadequately served. Since the Cc ouncil of the Stock Exchange is, in fe 


responsibilities) it has no power to interfere with this process, even if had 
the mind to do so. What it could do, however, is to attempt to outline, for 
the benefit both of members and of the public, the course of ck Exchange 


business and policy, as it sees it, during the next year or two it could, that 
is, try to take a collective view of the individual problems which now present 
themselves to — and brokers, and in doing so it might exert a considerabk 
influence on the course of the changes in the organization and business of the 
‘ House "’ which seem be cand to take place in the opening years of the decade 
of the ‘fifties. Beyond this, it could outline its conception of the ig way In 
which these changes should be brought about—what improvements Stock 
Exchange methods are required, the principles which sh ould govern ‘the Size 
of firms, their relations with the public and the banks, questions of advertising 
information and publicity, and the abiding problems of commissions and the 
cost of doing business. None of this involves interference by the Council in 
the affairs of members; but it may hold out some hope of forming a corporate 
climate of opinion about the best course which Stock Exchange po licy should 
take in the next few years. That would be an achievement of real value, fo: 
members were never more perplexed, nor more conscious of the growing 
divergence between their private interest and their public duty to keep a 
market in being. On the statesmanship of the Council in the next few years 
may well depend the question whether 3" country is to retain an efficient 
market in securities of the kind which it has always taken for granted and 
which has in the past served it so well. 
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The “Eximbank” and Point ITV Aid 
By Herbert Bratter 


VASHINGTON, March 11 














A tila Ly ! G sinc I Gent I lan, In &r¢ V { his 
A 1 Add 1 January, 1949, promised a “ bold new programn 
-— making the b ts of American scientific advances an stria 
progi lable t nprovement and growth of underdeveloped coun 
trie As t naciment h Poi ‘ [ V programm walt bed Oe 5 vt 
acti Dut it clear that 1 lav n I vonsibilities on tt Ex pe port 
Bank of W shir yn, familiarly known as the ‘‘ Eximbar yart 
of the $2.1 billions already lent by the bank represents loans ma to under 
developed countries and Chairman Herbert E. Gaston is confident that the 
Eximban! 1 be chosen as the u strument for administering that part of the 
Point IV programme which is concerned i with the euara teeing of ne \merican 
inves nts abroad 
In his original addre President Trum afte u t ical 
technical aid should be granted to underdeveloped coun iv, went or 
to d ‘jare 
Since the development of underdeveloped economic areas is of major importance 
our f gn policy, it is appropriate to use the resources of the Government t 
accel vate efforts toward that end. I recommend, therefore, that the Export 
Import be authorized to guarantee United States privat e capital 1 ested i 
T nte I broad Vv hich contribute to econonnic dev el MME. in ler 
developed areas, against the risks peculiar to those investments 
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Following this recommendation by the President, bills were introduc 

both houses of Congress and hearings held by various committees, both o1 
the investment-guarantee part of the sananiail me and on the Point IV policy 
as a whole. At this writing neither house of Congress has acted and it is not 
yet certain what form the legislation will take. It is known that the State 
Department would like to have the entire Point [V programme, technical aid 
and guarantees, Com] ede ly 1 


American foreign policy”. T 


“6 


nder its control because of its “ importance in 
lere are some signs, however, i 


that the 
will prefer to set up a Point IV administration outside the State Departinent 
In any event, the Export-Import Bank expects that it will op with a 


large degree of autonomy under Point IV. Leafs s Point 1V guarantees 


\ 
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are tnereio likely to differ from the DANK §S sua rantee operations un< th 
7 rr ~! ee ‘. ee a se " 4 
E.R.P. programme. In t latte » Ex is merely the passive agent 






of the E.C.A., carrying out its guarantee dutics mechanically and without ve 
power. Under Point LV, however, the Eximbank will probably issue guarantees 
on its own judgment under its own statutory powers which can be set aside 
only by an act of Congress (an executive order alone will not suffice). The 
bank expects, of course, to operate in close consultation with the State Depart 
ment, with whatever co-ordinator of the Point IV programme is established 

f 1 with the National Advisory Council or any similar body whic! 





hereafter, and wu 
may—according to rumour—be set up to outrank it. But even so it will 
plainly be called upon to shoulder a heavy new responsibility. 
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1 the Export- 


import Bank t advise the Congressional committees concerned to modify the 


pne welent this expected re sponsibuity, In fact, ha induce 











j it LV guarant: i if the bills pass in their present form, the Eximbank 
undert uc, on a fee basis, guarantees against only two types of Bu 
encountered by th nvesting dollars abroad: first, against inability sta 
rt foreign-currency earnings ito dollars or to repatriate any invest- col 
nent that is sold for foreign currency; and, secondly, against expropriation, in 
‘ rf ( pre rty Dv tore 1g1 {s 
h Lich tl larantees are t to be worked ba 
h ta I SI! the I ibank | C.A.'s agent Me 
; it g1 ( $3,535, es had been ar 
n to nu rporations by December 31, 1t949) it has acquired a certain be 
for t pes of problem encountered. It knows, for example, that the 
some investors k to capitalize inventories well as “‘ know-how ”’ and wit 
KT e. But the Eximbank has really no basis for deciding rul 
cal h |! make the plan self-supporting. There is no way (a 
. praisil isks whic will come about through currency inconve rti- | 
1 { se i and ex] 39) oF I Moreover, since the risks will v iry between 
( ri rust ck vhetl to make its fees uniform or to grade 
t} cor } it cl > the latter co it will Ne 
K nl nal e initial decisions which would be invidious ever wh 
if Wel trove i : ' IT ] » hav to decide what to do its 
W tt ‘ | j en ul 1 th an harges io 
V ! ( La Country B, the foreign credit for 
f re t ‘ vV securities it has outstanding abroad gui 
: DB I Dank CLiOOs to make the tor 
for ( ities involving mode e risks will be 
| ¢ vy fe reater in } “«s elsewhere. 
i t I i i } i mi lt 1} i ons in 
cl ! sir vast by charging different rates of interest. But in making 
tt ( nections more than one considerati has been involved 1e bank 
no? I ted with quite the me der of hnical and diplomatic | It | 
rir 1on of its g intee fees will present do] 
O | Kximl chairman is quite explicit. Point IV invest- me 
int to be used as the equivalent of ‘“ handouts’ Ine 
t intery granted r. Gaston wh 
t, before the Eximbank isst tments in any me 
( United Sta ™m th that country , ane 
tl t I h will I llowed ents are nation- has 
lized ( nfiscater be mi _ -eached on ar 
w t lune of the property will be determined at the time of nationalization 
( d that t oreign country must agree to repay the Exim- tha 
future time in dollars. To quote Chairman Gaston: Th 
i 
houid be required to fulfil the commitment to convert a foreign currency into to 
dollars and receive the foreign currency as an asset of the Bank, our present thinking Sty 
that we shall have an understanding with each of the countries where guarantees ; 


, he 
jlicable for eventual payment to us in dollars of the amount we would have er 
nder the guarantee. The only exception would be where the United mel 
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time should have or should foresee employment for the foreign cur- 
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rency thus acquired by the Bank. In general, however, we should expect to realize 

without too great delay a return in dollars from the national bank of the country 

concerned. 
But the Eximbank will not only require such an inter-governmental under- 
standing before it issues a guarantee to an American investor in a particular 
country; it will also refuse to undertake any convertibility guarantees for 
investments in any countries which seem to face continuous dollar deficits. 
4s Mr. Gaston sees it, the end of the tunnel must be visible before the Exim- 
bank will enter it. I[t is important to understand that the guarantee pro- 
gramme, as laid down by the present bill, would come about merely through 
amendment of the Eximbank’s existing guarantee powers and that these must 
be viewed in the light of the overall standards which Congress has set up for 
he bank. The Eximbank must not be confused with the E.C.A. In keeping 
with its Congressional charter, the Eximbank has always been guided by the 
rule that the credit must offer reasonable assurance of repayment. In Mr. 
Gaston’s words: 

We'll always have in mind the capacity of the country to service its dollar debt and 

the worth of the enterprise to the economy of the foreign country. Point IV won’t 

change our lending policy 
Nevertheless, the bank plans to operate as a good creditor. The foreign balances 
which it may be expected to acquire as investors call upon it to make good 
its guarantees will be ultimately convertible into dollars, but the bank does 
ot plan to seek priority over other claimants to the dollar resources of the 
oncerned. Moreover, the bank will be careful not to issue 


ch amount as would be likely materially to aggravate the 
yblem of the countries receiving the investments. 


pose to issue guarantees either in character or amount which will 
rain on the dollar payment resources of any country. The general 





f the convertibility guarantee is to deal with those emergencies which have 


been of sufficiently frequent occurrence to cause American investors to be reluctant 





to commit their funds in otherwise worthy enterprises abroad. 


It has been suggested that in emergency situations the bank might convert its 
dollar claims under the programme to term obligations of the foreign govern- 
ment concerned. This question has not been finally decided, but the Chairman’s 
inclination is not to do this but rather, if the situation warrants, to consider 
whether the bank should make a “ balance-of-payments ” credit to the govern- 
ment concerned. In this way the mass of prior claims of American exporters 
and investors in the country concerned might be taken care of. The Eximbank 
has experience with balance-of-payments credits in Belgium, the Netherlands, 
Canada and Chile. 

Some persons have misread a sentence in the bank’s last report to imply 
that the Eximbank plans to use its own resources to pour capital into foreign 
countries as an implementation of President Truman’s “ bold, new programme”’. 
fhe recent report of the bank contains the statement that it “ will continue 
ke loans for foreign development’. This phrase drew from the Wall 
Mreet Journal the editorial comment: “ If the management of the bank is not 
here saying, in guarded language, that it intends to take part in the ‘ imple- 
menting ’ of the Point IV programme, it is hard to make out what it means ”’. 

The bank replies that it simply means that the Eximbank will continue to 





s it has done all along. it may b 
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y be Eximbank. The preamble speaks, as Mr. Truman did, of promoting “ the 
nt development of economically underdeveloped areas of the world” and of 
“ encouraging productive investment in such areas’”’. But the amending 
the section does nothing more than insert in the Export-Import Bank Act of 
1945 these words: 
the to guarantee United States private capital invested productive iterpris aproaG 
y ti v h « ribute t& me 1c lopment in fore int 1S g either 
( t t! { version U Stat do} ( { rrency derived 
5 vestment and (ii) cx sation in Unit State iollars for los ing 
ypriation, confiscation or seizure by act 7 public authority 
\ he that the bank officials will be guided not by the preamble 
‘th but by the Tan guage of the am ndment to the existing statute. The words 
which will guide it are “‘ productive enterprises abroad which contribute t 
a« econo eve lopm n ‘ 
+ It should be noted, incidentally, that the bank does not consider that its 
r A . * 4 os . 
. guarantee against risks of exproy; 
4 inve [f a foreign country is 
wise ejected and the American 
te illegal government, this would 
+} contract with each American ir 
% what nd what is not cov 





guarantee contracts will be similar in type to E.C.A. investment-guarantee 
oe 


contracts, which cover bs 4 valid 20 cent. of the amoun i (tne 75 per 
= bs remer »1] — shila ee whic nx rT ‘ 
cent. increment allowing for possible earnings which may accumulate over 


a pein xd of years). The exact percentage to be covered under the Point IV 
; “=. « oe ae 


contracts is, however, still undecided. The bank may give investors the choice 
of sever al ‘ontracts, ranging in coverage from 100 per cent. to 200 per cent. 

} > : 1 } S sesctt . sdinely 
of the amount invested, with the periods of w ve wal correspondingly 


I 
ranging from 10 to 20 years. The investor would have the Pens to withdraw 
no more than a fixed (but cumulative) annual maximum, amounting to, say, 
15 per cent. of the original investment. In this way, if an investment earned 
nothing the first year and 30 per cent. the second year, convertibility of 30 
per cent. would be guaranteed by the end of the second year. 

The guarantees will, of course, be available only for new investments, not 
for existing ones. The whole purpose of the Point IV guarantee programme is 
to stimulate private investment. Moreover, the mere fact that an appli ont 
for a guarantee wants to make an investment is no assurance that he wi 
the guarantee, even if the dangers of inconvertibilitv and expropriation in his 
case are slight. Eximbank will want to be satisfied that the investment is also 
economically de arene » from the standpoint of the country receiving it. In 


le 
addition, the bank will always be g uided by 


a 


its overall assignment in its statute 


rn ON bea - ee ee ee eee eee ae 
to promot the e port and import trade of the United States directly of 
indirectly. The bank does not necessarily insist upon tied loans and invest 
mt Tt onan a | a Se - | eek oie 1 nlp La Tlnitas 
ments. Lt recognizes that dollars which go abroad are sent back to the United 


States by someone, ultimately, and spent for goods or services. During recent 
years Eximbank Joans have been automatically ‘‘ tied ’’ in the sense that there 
has been an enormous demand for American goods and services. But whi 
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[he question is often asked whether loans and investments made by the 
Eximbank have to be strictly justifiable by reference to ‘‘ commercial ’’ tests 
and, if so, what tests. Mr. Gaston's answer to this question is that the bank 
must consider the ability of the foreign economy to supply the dollar exchange, 
‘from the time standpoint, as well as from that of ultimate capacity”. But 
Eximbank does allow periods of grace in its present credit operations. It does 
not intend, under Point IV or otherwise, to extend such periods of grace to 
iny new or extraordinary length. Mr. Gaston explained: 

We're not embarking on any new loans. In our loans we'll follow the same rules as 


in the past. We are not emulating the E.C.A. We do allow reasonable latitude to 
let a plant get into operation. We allow for temporary stringencies of exchange. We 
don’t favour long-term loans of the E.C.A. type. We shall continue to concentrate 
on authentically sound loan 


One last point must be made. The guarantees into which the Eximbank can 
enter are not limitless. As with its guarantees in the past, the bank will count 
its Point 1V guarantees as reductions in its overall loan and guarantee resources. 
These are now in the neighbourhood of $800 millions. On the other hand, of 
course, if a guaranteed investment is repatriated in dollars without the Exim- 


bank being called upon for the dollars, the bank’s available resources will be 
correspondingly increased again. 

To sum up: Under the present shape of the Point IV investment guarantee 
system the outflow of private capital into foreign investment will depend on 
the initiative of the investors themselves, subject to the stimulus coming from 
the knowledge that the Eximbank will offer to hold an umbrella over them 
for two types of risk—neither of which guarantees a profit. The business must 
earn its own profits, denominated in foreign currencies. The stimulus to 





private investment in each country will be largely determined by the nature 
of the bilateral agreements which the United States concludes with that 


country to assure investors of fair and prompt comp-nsation in the event of 
nationalization or seizure of their property. Such bilateral agreements may 
or may not be part of general investment treaties negotiated by the United 
States (such as the recent one with Uruguay). Only as such bilateral under- 
standings are concluded will the Eximbank announce, one by one, the countries 
in wh ich the bank is prepared to consider the guaranteeing of American 
investments. All this will take time. 

It is not vet possible to predict whether the programme, once launched 
will or will not result in an increased outflow of Eximbank’s own funds in the 
form of direct loans to other countries. The guarantee programme may 
enlarge opportunities and app ications to Eximbs ink for productive loans; or 
it may stimula ite greater demand for loans for public purposes and lessened 
demand for pr valle wned enterprises like mining properties, public utilities 
and so on. But the total effect is sure to be modest when compared with some 
of the hopes which have been voiced here and abroad. It is unlikely to be 
measured in billions of dollars. It is unlikely to close the “ dollar gap "’ which 


gapes before the post-1952 world. To quote Representative Christian A. Herter, 
an eminent member a the Foreign Afi airs Committee and author of one of the 
Point IV bills before the House: ‘ No illusions should be held out that this 


is going to be a large-scale give-away programme or anything other than a 
long-term programme ’’. Point IV is not a synonym for Santa Claus. 


—— 


a 


wos WW 


~ = @ 


ape =. 2 


o 


the 
ests 
dank 
nge, 
But 
loes 
s to 


S as 
e to 
We 
rate 


—on CO 


we 


29 


Control of Expenditure 
Defects of Parliamentary Procedure 
By Paul Einzig 


NXIETY about the continuous growth of Government expenditure, and 
especially about overspendings beyond the sums voted by Parliament, 
1s brought to a head last month in the debate which followed the pre- 
sentation, for the third successive year, of demands for very large Supple- 
mentary Estimates which Parliament had virtually no alternative but to 
grant. One salutary consequence of this anxicty is a growing recognition of 
the need to review afresh the whole procedure and apparatus for control of 
expenditure by Parliament. It is becoming apparent that the Parliamentary 
machine, although ostensibly in control, is unfitted to exercise effective control 
over the large and ramified expenditure of recent years. 

This principle of Parliamentary control of finance does, indeed, reach back 
to the very beginnings of Parliament, whose origin and early development 
were largely inspired by the strong desire of the people to keep control of 
public finance in the hands of their due representatives instead of delegating 
hi seventeenth century, th 


} 


it to the Administration. From the thirteenth to the 
tated by the need to 


summoning of Parliament was more often than not dic 


secure its authority to levy taxation. From a very early stage, too, Parliament 
sought to ensure that the sums voted should be used to the advantage of the 
country; indeed, the establishment of true Parliamentary democracy may be 
said to have been achieved towards the end of the seventeenth century, when 
Parliament succeeded in establishing the principle that it had full control over 
expenditure. Unfortunately, difficult as it was to achieve the recognition of 
the principle, its translation into effective practice proved to be even more 
difficult. The system of finance and of Parliamentary procedure gradually 





evolved over the centuries and brought to technical perfection at the end of 


| 
Britain and a model for 


the nineteenth century, became a source of pride to 
others; but it is not now equal to the enormous strains put upon it. 


This statement may seem surprising to students of British constitutional 
practice. In theory, every single expenditure item has to be subjected to 
close and repeated scrutiny. If he lacks practical experience of the working 


of the system, the student is bound to be impressed by the constitutional 
safeguards adopted against unauthorized or wasicful outlays. He must form 
the impression that each of the expenditure estimates comes before the House 
of Commons on so many occasions at the various stages of a highly elaborate 
procedure that the chosen representatives of the British taxpayers are bound 
to spot any extravagance. 

For the benefit of those not familiar with the details, it may be helpful to 
recall, at the outset of this article, the successive stages of procedure. The 
process of examination begins in February or March of each year, when the 
Estimates for the next financial year are first submitted for preliminary 
approval] pending closer examination later in the year. This preliminary 
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to them the rdle of a rubber-stamp, the instruments of uncritical endorsement 
ft any Estimate the Government chooses to put forward. 

As a matter of fact, the implied condemnation by a Socialist Minister of 
the Socialist majority in the last Parliament did Socialist M.P.s less than 
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While they backed the Government indiscriminately on the floor of 
the House, their attitude in the Select Committee on Estimates and in the 
Public Accounts Committee was much more critical. The proceedings in 
these Committees are in private, and their disclosure would constitute a breach 


f privilege. But it is a published fact that most of the criticism of past or 
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future Government expenditure contained in the numerous reports published 
by the two Committees was unanimous; and this fact surely speaks for itself 
Select Committees are supposed to act in a quasi-judicial capacity, and th 
Socialist Members of the two Committees deserve the highest tribute fo; 
their readiness to suspend their partisan attitude in so many instances whik 
examining the Estimates and Accounts. It must be admitted that the work 
of the two Committees goes some way towards mitigating the inadequacy of 
the control of expenditure on the floor of the House. The privacy of these 
Committees is an undoubted advantage, because the political opponents 
sitting on them are more inclined to work together for an agreed conclusion 
instead of seeking to score smart debating points over each other for the sak 
of the publicity they secure. Moreover, they are in a position to take evidence 
often of a confidential nature, from permanent officials who know the details 
at issue much better than Ministers can hope to do. 

Unfortunately, both Committees have their limitations. The Select Com 
mittee on Estimates is not supposed to pass the Estimates item by item, but 
merely to single out items which it considers to be of particular interest. This 
necessarily means that its work is rather “ patchy’. It may discover and 
ily investigate some instances of extravagance, but it is bound to miss 


, 
} 


thoroug! 
many other instance Nor is there any need for the Government or Parliament 





to take any action on the matters disclosed. The Committee acts in an advisory 
apacity. Unlike a Standing Committee, it cannot amend the proposals under 
consideration. If its reports discl me Major , the Government may 
ulot Parliamentary time for a debate on it, or, if mot, the Opposition may 
initiate a discussion on a supply day. In the majority of instances, however 
the reports are not debated at all 

The Public Accounts Commi yays more tavourably placed 
than the Select Committe S yr one thing, it has at its disposa 
the assistance of the Comptroller and Auditor-General wit! expert stafi 
Even if its reports are not followed up by Parliamentaty acu: the Treasury 
takes steps to ensure that the Department concerned duly notes its recom 
mendations. But its scope is narrow. It is largely confined to ascertaining 1 
the moneys authorized by Parliament have been spent in accordance with the 


authorizations. Moreover, there is inevitably a substantia} time-lag between 


the effecting of the expenditure and its auditing by the Public Accounts Com 
mittee. its denunciations all too often amount to bolting the stable doo 
after the horse has gon: fo mitigate th lisadvantages, the Select Com 


mittee on Procedure of 1945-46 recommended that the two Committees shou'd 


be amalgamated into a Public Expenditure Committee which should be in 
charge of the examination of the complete accounts of the preceding financtal 
year, the provisional accounts and Supplementary Estimates ansing from th 
current financial year, and the Estimates of the next financial year. This 
solution deserves more attention than has yet been given it 

An alternative, or preferably a complementary, soluti would be the treat 
ment of Estimates in the same way as if they were part of a Bill. On then 
Committee and Report stages, Bills have to be passed section by section, line 
by line. Ther ms to be no valid reason why Estimates should not b 
treated with the same thoroughness. Admittedly, it would take much time 
but the time would be well spent. A detailed discussion of all Estimates on 
the floor of the House would, of course, be impossibl Possibly it would be 
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to draw the authorized amount without having to ask Parliament to endors¢ 
its own authority twice over by the passage of a Consolidated Fund Bull or 
an Appropriation Bill. There should be a single Estimates Bill each financial 
year; the only additional legislation that would then be needed would be for 
the approval of Supplementary Estimates and other exceptional grants. There 
should be no need for rushing through all the Supplementary Estimates before 
the end of March; they require at Jeast as careful a scrutiny as the ordinary 
Estimates, and should be examined in detail on the floor of the House. Such 
a ‘‘ streamlined ’’ procedure would provide much more effective constitutional 
safeguards than the antiquated methods employed at present. 

In addition to some such fundamental overhaul of the whole system, of 
course, there is ample scope for improvement in detail. The Estimates should 
be presented in a much more intelligible form. They should contain much 
more detailed information and explanation. 

Above all, however, the spirit of both Government and Opposition towards 
public expenditure needs to undergo a thorough change. There should be a 
better realization of the importance of Parliament’s réle as the supreme 
guardian of the nation’s purse. This can be achieved only if the public comes 
to ti keener interest in details of the Estimates. If M.P.s found that a 
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lat ea proport of thei consisted of letters protesting 
aga i] f waste, they would show a more active interest in the 
subject And if Ministers and Opposition leaders found that the Press was 
interested nly in occasional set ional instances of waste, such as the 
ground heme, | Iso in the large number of less conspicuous but in 
the < Or‘ ieces of extravagance, they would be bound t« 
mal to reinfot Parliament’s control over expenditure. What 
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Risk Factors in “Foreign” Banking 


This article is the first of a sertes by “ Service Etranger’’ and other contributors 
on the nature and extent of the risks involved for British banks in theiy rapidly 


f 


expanding activities 1m the finance of overseas trade and in other types of ‘* foreign” 


business. The arttcles will describe, incidentally, the scope and character of the 
many facilities which the banks offer in this sphere, and should therefore be of 
interest to the general reader as well as to the growing proportion of the staffs of 
the banks themselves who play a pari in thes fruities. 

This first article surveys tn detatl the risks arising from e vport business; subse- 
quent articles will deal with the risks arising in import trade, from the banks’ 
‘ miscellaneous "’ services, from theiy dealings with their own overseas customers, 


ind from stock and share transactions 


I—Export Trade Risks 
By Service Etranger 


N the four and a half years since the end of the war the “ foreign business ” 

of British banks has increased at an unprecedented rate. Apart from the 

large proportion of Britain’s £3,850 millions of export and import trade 
which is directly facilitated by bank accommodation of one sort or another 
or is financed by inward and outward bills handled by the banks as collecting 
agents, the banks now undertake many services and non-trading duties with 
which they were not concerned before the war. For the discharge of these 
additional functions they have set up Travel Departments and sections 
designed to help customers who own property in or have debts due to them 
from foreign countries. Other problems for the banks’ foreign departments 
are those relating to foreign bonds and shares in the possession of their resident 
and non-resident customers. 

Necessarily, many of the risks run in this far-flung foreign business affect 
the banks’ customers no less than the banks themselves. Sudden alterations 
in the prices of primary products, the imposition of drastic import restrictions 
by some great trading country, the wide movements in value of currencies 
unattached to any fixed standard—these, for example, can bring losses both 
to the entrepreneur and to the bank which finances him. For this reason, it is 
believed that the present series of articles will be of interest to a wide range of 
bank customers as well as to the 15,000 or so bank officials who are now 
engaged, full-time or part-time, in handling the ‘‘ foreign ’’ business of British 
banks. 

Naturally, a large proportion of the remarkable growth in the scale of the 
banks’ activities in this sphere since the end of the war is traceable to the 
national drive for exports. It is appropriate, therefore, to survey first the 
banks’ services in connection with export trade. 

One of the main services offered by banks to exporters is that of relieving 
them, by one device or another, of the risk that foreign importers will not 
meet their obligations to pay for goods duly and properly delivered. Short 
of receiving cash with his customer’s order, a British exporter can have no 
better security than that provided by a sterling sight documentary credit 
confirmed by a first-class London bank. Unfortunately for him, however, he 
is not always able to get his security in this idea! form. If he is selling to the 
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United States or to the Commonwealth he may be offered the irrevocable 
credit of one of the numerous first-class American or Dominion banks, 
which case he does not really need a further guarantee; but too often a buyer 
will go no further than to offer an irrevocable credit put up by some bank 
abroad whose name is unknown to the seller and whose ability to honour its 
demand obligations may be open to some doubt. Such credits will be advised 
to the exporter by a British bank (usually the London correspondent of the 
importer’s bank) with the w arning that the promise to pay against the shipping 
documents does not carry the advising bank’s confirmation. 

Needless to say, these irrevocable unconfirmed credits do not necessarily 
break down; by and large, the importer’s bank must honour its undertakings 
ifit is to go on trading. Largely because of this, the risk on these credits is often 
not so much the « xporter’s as the advising bank’s. Though the latter has not 
given its confirmation it would think twice before re fusing regular documents, 
for this would be tantamount to revealing that the buyer’s hank had failed to 
provide the funds it had contracted to put up. So far as the British bank is 
concerned, this danger is present whether the credit is confirmed or uncon- 
firmed; but before the war a London confirmation was given only when the 
request came from an overseas correspondent of good standing who could be 
trusted to have the money in account by the day when the exporter’s docu- 
ments were likely to be presented; any failure to keep to this understanding 
brought a rap over the knuckles to the unreliable originator. To-day the 
situation is not so simple. If the establishing bank is second class, the London 
correspondent will prefer not to add a confirmation unless it can simultaneously 
debit the establisher’s current account and thus credit a ‘‘ cover for documen- 
tary credit account ’, to ensure that the money will be available on the appoin- 
ted day. This method is adopted with many indigenous Indian and Colonial 
banks and with those in Eastern Europe, but it has not been found possible to 
enforce it in the case of some other banks whose bargaining power is greater. 
In fact, various foreign countries have brought in regulations preventing the 
local banks from putting up sterling until advice has been received that pay- 
ment has been made to the exporter. Only then is a transfer made to the 
paying bank, probably from the account maintained in London by the central 
bank of the importing country. Thus British banks are obliged to finance 
quite a large quantity of exports for the few days needed to obtain telegraphic 
reimbursement. It is not a serious risk if eyes and ears are kept alertly open; 
but a sharp watch has to be kept on one or two of the countries concerned to 

see that cover does in fact come along within the agreed delay. One method 
of self-protection is to retain the documents until the money has arrived, but 
this line of action has the drawback that the shipment itself may reach its 
destination before the buyer gets possession of the bill of lading; then there 
will be friction and the innocent exporter may suffer a possibly serious loss of 
good will. 

Payment may also be offered under a credit that is stated by the establishing 
bank to be revocable. Theoretically, such credits are virtually worthless, but 
in practice they continue to be accepted. The important thing is for the 
exporter to be sure that the buyer is of good moral standing and undoubted 
for his business engagements, for the main risk is that a supervening fall in 
the price of the ordered goods may tempt the importer to back out, lea\ ‘ing 
the seller with a probably worthless legal remedy and, perhaps, expensive 
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credit. No rules can be framed; it is largely a matter of feeling, born of long 


g 
experience—and now and again experience proves a bad guide. The other 
point concerns amendments. Every day the overseas branches of the “ Big 
Five’ receive numerous cables altering the terms of already established 
credits. Sometimes a credit may be amended so often that its last state is 
very different from its first, and each amendment is a potential trap. Not only 
has the altered requirement to be communicated to the beneficiary but its 
effect has to be clearly understood. This sounds obvious, yet many a transac- 
tion has gone wrong because of misunderstood and badly constructed cabled 
amendments. The message may be in a foreign language or, worse still, it 
may be in faulty English; the advising bank’s duty is to be helpful, and in 
—. out this duty it may misconstrue the telegraphed instructions and 
land itself in very serious loss. 








Credits are often opened giving the beneficiary the right to transfer the 
credit to another party. Such a credit might, for example, be opened in 
favour of a London intermediary by a Spanish purchaser of Indian hides, and 
the beneficiary might instruct the advising London bank to arrange for a credit 
for the same amount rg ‘a commission) to be established in Bombay in 

; 
l 


favour of the actual exporter. The London bank, in following these instruc- 





tions, will pass on to the bank in Bombay all the conditions of the credit, but 

there may be one of the original conditions (for exam] ple, an expiry: date in 

London) which the latter will not accept. Asa resu lt of an agreement between 
j i & 

the Eastern banks the only expiry dates ill accept are ones in their own 

cities, so that a credit transferred t to be given an expiry date 





operating in that country and two or three weeks earlier than that stipulated 
in the first place. This may have unfortunate consequences if the documents 
misc ary between India and England or are delayed en rouie so that they 
re the London bank after the original date, for then the establisher of the 
credit can refuse to complete » the transaction. Sometimes credits are not only 
transierable but also divisibk 





h < 
it t 

, a refinement which multiplies the chances of 
misunderstanding and error as one sub-beneficiary after another appears on 
the scene. 

In a seller’s market an exporter may be abk to force an im] orter to arrange 
payment by confirmed credit, but at the first sign that supply and demand 
are returning to equilibrium buyers of a whole range of inesse1 itial goods will 
demand to be drawn on, preferably by term bill with documents deliverable 
against acceptance. In many parts of 7“ he world governments have reinforced 
this attitude by forbidding fae importers to agree to documentary credit 
payment terms unless the goods concerned are regarded by the Government 
as essentials. So to-day the big British banks, although they still handle an 
embarrassingly large volume of documentary credits, are seeing the pipe line 
of outward bills filling up and resuming something of its pre-war importance. 
The bills coming forward are either discounted, taken on a collection basis, or 
made the subject of an advance. Bills merely taken for collection can rarely 
land a banker in trouble, provided that he has started by disclaiming respon- 
sibility for any wrongful acts and omissions of which his correspondent may 
prove guilty, but the exporter can lose mone y if he has not taken the precaution 
to obtain recent information about the drawees. When bills are negotiated or 
loans are made against them the bank is at once at risk. It may be a very 
small risk, as where the parties are all first class or where the bills are approved 
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under an Export Credits Guarantee Department policy; but for the most 
part banks find themselves handling medium-grade paper with all the atten- 
dant drawbacks. Exporters have been heard to say that, even so, a bank 
takes no risk since it always retains recourse to the drawer in the event of 
non-payment. That precaution is often the only security, as in the case of a 
clean bill where the drawee is unknown to the negotiating bank, but it is 
never pleasant to debit back an unpaid bill; moreover, that may place the 
drawer in difficulties. In recent years, too, an unpleasant refinement has been 

added to the meaning of the word “ unpaid’”’. By the time a sterling bill 
reaches its destination the Government of the drawee's country may have 
issued a decree authorizing or compelling him to settle provisionally by deposi- 
ting an equivalent sum in his own currency. This is what happens now with 
bills on Brazil, and though the drawee has also to guarantee any loss through 
fluctuation in exchange, no interest is payable for the additional period (perhaps 
six months or more) during which the drawer is out of his money. 

Another unpleasant risk that has come increasingly into notice is that 
arising from the imposition of import licence arrangements that do not take 
account of commissions in course of execution. A manufacturer may receive 
an order which will take him some months to complete; having ascertained 
that no import licence is needed he goes ahead, only to learn, when three- 
quarters through the job, that unless the goods are shipped within a few days 
they can be brought in only if a new sort of (possibly unobtainable) licence is 
secured. One small alleviation is usually allowed when one of these arbitrary 
decrees is promulgated—goods contracted for under irrevocable credits are 
protected. Usually, however, there is no other safeguard, and both the manu- 
facturer and the banker who may have advanced money against work in 
progress must make the best of it. 

Whether proceeding under a documentary credit or by bills drawn on his 
customer overseas, an exporter will have to comply with various control 
regulations, and he may also have to engage in foreign exchange operations. 
These regulations and operations, which are common to a much wider range 
of transactions than export sales, will be considered in a later article. 
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Special Peckdvens of Gomme Foreign 
Indebtedness 
By R. Dalberg 


Is an article in the January issuc of THE BANKER a special correspondent 








surveyed the probable extent of Germany’s outstanding pre-war indebtedness 

and the prospects for her creditors as they appeared at that time. Since that 
article was written, the full report on the meetings of the Inter-Governmental 
Study Group in Paris in October-November 1948 has been published with the 
addition of subsequent official correspondence up to December, 1949. The 
essential part of the Report (Cmd. 7850) consists of 30 individual recommenda- 
tions* to the Allied Governments concerned, preceded by explanatory intro- 
ductions and followed by governmental reservations on certain items. These 
recommendations have, of course, no legal status. They do, however, con- 
stitute the most reliable information available of what may be expected from a 
Peace Treaty and from the policy of the High Commissioners in Germany. 
For this reason, they deserve more publicity than they have been given in the 
British press. 

Before going on to examine some of the specific problems raised in the 
Report, it is important to make it clear that present conditions in Germany 
do not warrant the expectation of a repatriation of debts to any great extent 
in the near future. The creditors—certainly those in this country—are not 
indulging in any illusions about this. They are for the time being mainly 
concerned with the legal maintenance of their pre-war rights (which have 
been threatened not only by German but by Allied Control legislation) and 
with being granted equal treatment with German creditors so far as the free 
disposition of their Deutsche Marks within Western Germany is concerned. 
Their ultimate air is, of course, to obtain payment in their own currencies, 
which for British creditors would mean the transfer of Deutsche Marks into 
sterling ; but their expectations in this direction are modest and they would be 
quite satisfied at present if service of interest and long-term redemption on 
a small scale were initiated. 

It cannot be too went, stressed, too, that German statesmen, industrialists 
and bankers have repeatedly recognized that, in the words of Dr. Adenauer, 

“If Germany wants to be regarded as creditworthy, she must prove herself an 
honest debtor’’. Similar statements have been made on various occasions by- 
among others, Mr. A. i Abs, the well-known director of the German Recon, 





* The thirty separate recommendations dealt with: (1) removal of controls and resumption 
of ownership rights; (2) internal seutieublen: (3) prepaid contracts for goods; (4) reinvestment 
and disposal of property; (5) compensation for war damage; (6) equalization of burdens; 
(7) United Nations blocked bank accounts; (8) re-allocation of equipment within Germany; 
(9) pul ownership and land reform; (10) deconcentration in general; (11) deconcentration of 
1G Farber 12) re-organization under the trusteeship plan; (13) disposition of coal; (14) coal 
pricing policy; (15) iron and steel pricing policy; (16) acceptance of Deutsche Marks by United 
Nations creditors; (17) special problems raised by monetary reform; (18) contractual relation- 
ships; (19) foreign currency debt; (20) the Gold Mark; (21) the Potash Loan; (22) prescriptions 
and limitation of actions; (23) pre-war treaties; (24) social insurance; (25) double taxation; 


(26) industrial, literary and artistic property; (27) insurance; (28) national and most-favoured 
nation treatment; (29) occupation statute; and (30) future meetings. 
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made to the Konversions Kasse and should remain liable for their old debts. 
Moreover, the German debtors themselves would be in an uncomfortable 
position if the American viewpoint were accepted, since their obligations would 
not be definitely discharged. Before the war, both American and Swiss Courts 
refused to recognize the extra-territorial effect of the German Moratorium Law, 
and there is no doubt that they will continue to do so in the future. This would 
have the result that the German debtors could never dare to acquire abroad 
seizable assets, as these could be distrained on by their foreign creditors. 

A further question to be considered is that of gold clauses in pre-war 

’ German loans and mortgages. These took up much of the attention of the 
Conference in Paris (there was again disagreement between the American and 
the other Allied representatives) but the recommendation concerning them 
(No. 20) is too long for quotation here. This problem, however, which at one 
time seemed to be most important for foreign creditors, has quite recently lost 
a good deal of its urgency as a consequence of the issuing in November 1949 of 
Executive Order No. 40 to the Currency Conversion Law. This order lays it 
down that the mortgages securing foreign debts are in general to be converted 
at the rate of D.M. 1 to R.M. 1. Foreign interest in the gold clause mainly 
centred in the numerous cases where mortgages expressed in Goldmarks secured 
loans expressed in dollars and sterling. Apart from Swiss loans, there are only 
a few loans to Germany actually expressed in gold. Now that a Goldmark in 
a mortgage covering a foreign debt is replaced by 1 Deutsche Mark and not 
1/10th of a Deutsche Mark (as it was until Executive Order No. 40 was pro- 
mulgated), it can be taken that in most cases the foreign currency loans con- 
cerned are, in fact, covered by the Deutsche Mark mortgages. 

Another question dealt with in the Report is the continued blocking of 
foreign property (including bank balances) in Germany. Foreign creditors find 
themselves at a great disadvantage compared with Germans ; five years after 
the end of the war they are still debarred from disposing of their property. 
German creditors and owners are, and have been, unhampered in this respect 
and have, therefore, been able to protect themselves against the effects of the 
general economic changes which have taken place. 

Recommendation No. 4 of the Paris Conference deals with this group of 
problems as follows : 

1. The Inter-governmental Group has taken note of the situation relating to the 

blocking of property (as defined in Law 52) owned by foreign nationals and 


recommends that in general such property shall be placed at the disposal of 


its owners, iree of any restrictions other than those applicable to the property 
of German owners resident in Germany. 
The Group recognizes that special considerations may apply to transfers of 
property in Germany between persons both of whom are resident outside 
German It considers that transactions falling under these descriptions may 
well | he r bie tt rests of the German economy, for a 
) m regulation, wl recommends should be as liberal as the circum- 
r stances } ut 

3. The Group recommet to the Governments of the Occuy g Powers that these 

proposals | é in Gert with the least possible delay 
Another recommendation (No. 7) of the Conference deals with foreigners whose 


Reichsmark bank balances in Germany were converted at the rate of D.M. 0.65 
to R.M. to under the Currency Conversion Law. This conversion rate was a 
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severe blow to the foreign creditors concerned, especially as the Conversion 
Law debarred them, but not other creditors, from raising objection. Recom- 
mendation No. 7 reads: 
The Inter-Governmental Group has taken note of the discrimination which has 
occurred by reason of the blocking of the bank accounts of United Nations nationals 


and the consequent effect on them of monetary reform. The Group recommends to 
} 


the Governments that regard be had in a final settlement in the nature of a peace 

treaty to the question of claims which may have arisen by reason of this discrimina- 

tion in so far as it has not been found possible to give earlier redress. 
It is to be noted, however, that the United States entered a reservation to 
this cain declaring (not quite convincingly) that for a considerable 
time before the currency conversion the Reichsmark had become of such 
doubtful value that a foreign creditor’s chances of securing goods of value for 
his Reichsmarks were extremely limited. 

The next important point to be dealt with concerns the acceptance of 
Deutsche Marks by foreign-currency creditors. Many German debtors have 
expressed their willingness to discharge their foreign currency debts by means of 
Deutsche Mark payments, and some for eign creditors would be willing to accept 
limited amounts of Deutsche Marks which they could utilize inside ¢ Germany. 
The second part of recommendation No. 19 of the Paris Conference declares 

It is the view of the Group that in future a foreign creditor will be free to take pay- 

ment in Deutsche Marks for a debt expressed in foreign currency if it is offered to him 
In this respect a special question which was apparently not considered by the 
Conference, but which has repeatedly been discussed between individual 
creditors and debtors, should be mentioned here. This is whether a specified 
amount of D.M.s, which a debtor offers to pay and a creditor is in principle 
ready to accept, would necessarily relieve the debtor of that amount of 
foreign currency debt which corresponds to the official exchange rate (e.g. of 
{1 for every D.M. 11.70). In ge neral, creditors are not prepared to agree to 
this as long g as no chance of any transfer can be seen. In some cases, however, 
payments have been accepted on the understanding that they are made “ on 
account ’’; the exchange rate, which will determine the amount of foreign 
currency redeemed, is to be fixed at a later date when a chance of transfer 
appears. Unfortunately, this practical solution is apparently not at present 
favoured by the authorities in Germany and it may be doubtful whether it is 
admissible from the legal _— of view. It is to be hoped that some such prac- 
tical way out of these difficulties will be recognized by the authorities. 

Up to the present the acceptance of Deutsche Marks from Reichsmark 
debtors has generally involved acknowledging conversion of the original 
Reichsmark amounts at the rate of R.M. 10 to D.M. 1 (or to D.M. 0.65 in the 
case of bank balances), and the abandoning of any claim to a better rate. This 
situation would be very much eased if recommendation No. 16 were carried 
out. This reads : 

The Inter-Governmental Group recommends to the Governments that the Military 

Governors be invited to ensure that the acceptance by a United Nations national 


of the payment of a debt at the rate provided under Article 16 of the Third Law of 
Monetary Reform shall not be deeme d in itself to have finally extinguished his right 
to participate in whatever further payments there may be to United Nations nationals 
in the final settlement of their credit claims expressed in Reichsmarks. 


To make reasonable use of outstanding Deutsche Mark balances, not only in the 
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interest of the creditor but of the German economy as a whole, it should be 
permissible for the holder to assign them to another foreign party who is 
prepared to use them for productive purposes in Germany. This point is being 
urged by the British Government, but up to now the Americans have objected: 
they insist that every kind of dealing in (blocked) D.M.s should be avoided, 
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The important question of distribution of German enemy property in the 
United Kingdom was not discussed at the Paris Conference. Creditor countries 
agreed some years ago that they would take over all German assets seizable by 
them under the title of “ reparations’’. In spite of this, the British creditors, 
after protracted endeavours, have succeeded in obtaining the Government’s 
consent for these assets to be made over to them in view of their private claims. 
The Government has, however, expressly stated that these payments would be 
ex gratia; consequently, from the legal point of view, the claims against the 
German debtors will not be reduced thereby. Nevertheless it is to be expected 
that British creditors will take such payments into account when negotiating 
settlements with their individual German debtors. 
It 1 now unive 
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Trustees and Investment Policy 
By R. W. Jones 


N his annual report for 1912, the Public Trustee observed that “‘ investment 

to-day has become as complicated as it is extensive ’’. One wonders what 

this gentleman would have thought of our own chaotic times when the 
criteria for measuring a safe and stable investment have ceased to have any 
significance 

The trustee’s problem of investment is not merely that of seeking out a 
good-yielding security of stable character. He has also, among other tasks, 
the delicate duty of so e1 mploying trust funds that life tenants get the benefit 
of the maximum yield therefrom whilst the resaindorene n—those eve ntually 
entitled absolutely to the trust funds—are not impoverished by a shrinkage 
in the trust capital due to an attempt to get the highest possible yield at the 
expense of expected stability of value. Indeed, it is no exaggeration to say 
that this constant weighing up of the respective claims of life tenant and 
remainderman constitutes one of the major problems in the administration of 
a trust over a lengthy period. Other considerations include the age of the life 
tenant (on which the selection of a dated security may depend), his domicile 
(the interest on certain securities is free of tax and sometimes of duty to 
residents abroad) and the need to keep trust funds nicely spread over the 
various classes of permitted investments. 

The different nature of the legacies themselves also influences investment 
policy. Thus in a settled fund where a beneficiary is entitled to the income 
issuing from a fixed sum—an income which may vary—the bias will be towards 
stability of capital rather than uniformity of income. In the case of an annuity, 
however, where the trustee is bidden to provide a fixed income, his investment 
policy will necessarily be different. In such a case an injudicious layout of 
funds in short-dated securities, especially where the annuitant’s expectation 
of aay is long, might easily produce a situation where re-investment at a later 
following redemption of the original security—might yield an insufficient 
ae to service the annuity, thus making ; it necessary to delve into capital 
for income. Not only would there be a progressive shrinkage of capital in 
such circumstances, but income tax would then be payable on the sums which 
had been abstracted from capital. 

Superimposed on these problems are the limitations placed on trustees by 
the investment powers conferred on them in the instrument of trust, or by 
the absence of any mention of such powers in the instrument at all. A trustee 
in the absence of specified powers is limited to investments authorized by 
Section x of the Trustee Act, 1925. In the middle of last century, authorized 
investments comprised a very limited list of securities, and it was only after a 
series of subsequent Acts that the schedule of authorized investments developed 
into the catalogue of securities listed in the Act of 1925. A trustee may, 
however, be permitted by the instrument of trust to go outside this sacred 
area of so-called trustee securities or he may have the gates opened wide to 
him by an investment clause permitting him to do as he pleases without let 
or hindrance. In this respect a survey of one hundred recent wills involving 
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Someti indeed, owing to over-elaboration in the investment clause, resort 
has to be had to counsel’s opinion or to an application to the Courts for direc. 
tio! [If a trust is given powers to invest at his discretion, therefore, it js 
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could not be stretched beyond power to choose from securities authorized by 
law but in the case of Re Harari’s Settlement Trusts (1949) (1 All. E.R. 430) 
it was h t] ‘ds ‘‘ in or upon such investments as to them may seem 
fit’ had the plain meaning that the trustees had power to invest in any 
securities which they honestly thought desirable in the particular settlement. 
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Nevertheless some more explicit directive is highly desirable where an absolute 
discretion is given. The following wording is suitable: ‘‘ My trustees may 
invest in any stocks, shares or other securities, whether authorized by law for 
investment by trustees or not, in all respects as if my trustees were the absolute 
owners thereof ”’. 

But endowment with a wide discretion does not give a trustee license to 
speculate on behalf of the trust ; in trusts where discretionary powers are 
given I and right to lay out a reasonable proportion of the 
trust funds in “‘ blue chips’”’ (that is to say, in high-class industrials)—but it 
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within the safe haven of trustee securities does not necessarily immunize a 
trustee from liability; he still has a duty to consider if his selection is a prudent 
investment for his particular trust. It is, however, no part of the duty ofa 
trustee to attempt to make money for his trust, although some beneficiaries 
appear to think that wide invest ent powers are accorded to a Trust Corpora- 
tion specially for that pur] A trustee who hands over on the termination 
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the estate the benefit of high yields by the exercise of his dieceetion to post- 
pone sale ? If prices take a downward direction, shall he cut the loss or, in 
equal exercise of his power to postpone sale, take a chance aa hope for the 
better in the near future? In general, it is best to remember that power to 
postpone sale cannot automatically be construed as allowing retention until 
the Greek Kalends of the investments taken over. Such power does not 
necessarily clothe non-trustee investments with the quality of authorized 
securities. The prudent trustee must ask himself if the powers to postpone 
sale are plain enough to permit a non-trustee security to be held as part of the 
trust fund or whether such powers are merely provided to give him breathing 
space to realize the unauthorized securities as occasion offers. 

What standard is expected of an executor and trustee in respect of his 
handling of the investments of an estate and what responsibility does he 
assume ? In Knox v. McKinnon (13 A.C. 753) it was stated that the same degree 
of diligence and care is required as a man of ordinary prudence would use in 
his own affairs, the degree of prudence required being referable to the average 
standard of that quality in ordinary persons and not to the actual amount of 
prudence which the particular trustee exercises habitually in his own affairs. 
A passage in . judgment of Lord Lindley in the case of Re Whiteley (1886) 
(33 Ch. D. 347) emphasizes this point— The duty of a trustee is not to take 
such care only as a prudent man would take if he had only himself to-consider; 
the duty rather is to take such care as an ordinary prudent man would take 
if he were minded to make an investment for the benefit of other people for 
whom he felt morally bound to provide ”’ 

A testator or settlor may perhaps be presumed to have in mind that the 
appointment of a banker as trustee will result in better investment service than 
could be given by a private individual. Banks in their purely banking function 
do not set up to be investment experts; requests from customers for advice on 
security matters are usually met by an offer to get a competent broker’s 
opinion—banks being at pains to dissociate themselves from the réle of invest- 
ment consultants. If they do take upon themselves the task of giving advice 
to customers—an extra-mural function—they likewise take on the possibility 
of liability to such customers if things subsequently go awry. But where a 
banker is operating as executor or trustee, he cannot divest himself of liability. 
He is entitled to take advantage of expert professional advice on the stock 
markets, but the ultimate responsibility rests on him. 

Even with the exercise of the utmost care and acumen, capital losses in 
trust funds cannot at times be avoided. But provided that a trustee can show 
good faith in the exercise of his investment policy, within the powers given 
him in the trust instrument, he cannot be held accountable for the loss. The 
courts have so declared time and again. But if the trustee is misled into 
making an unauthorized investment and wisely decides, on discovery thereof, 
to be rid of such an embarrassment, he must make good out of his own pocket 
any shrinkage of capital caused thereby. He cannot try to set off any such 
loss against profits made for the trust fund in other directions. 

It is the fashion in the trustee departments of banks to-day for the invest- 
ment portfolio of each trust to be scrutinized and overhauled at intervals of, 
say, three months and for a further careful periodical review to be made in 
conjunction with a stockbroker. Departmental records are kept in such a form 
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facilitate ger action if this is necessitated by any sudden change in 
the status of any given security. 

Another point of some importance is that life tenants—even if the will or 
other instrument of trust requires their consent before any change of invest- 
ment—must not be allowed to press their case for high-yielding securities 
unduly. There may be a personal liability attaching to the trustee if the 
blandishments of the life tenant result in eventual loss to the remainderman, 
This is but one facet of a familiar problem. 

Beneficiaries are—perhaps naturally—prone to be critical of a trustee's 

, investment policy. Reductions in income arising in the course of administra- 
tion are sometimes the result of the application of the investment powers 
given in the will ; sometimes they arise from a judicious change in investments 
aimed at elimination of a speculative element, and sometimes such reductions 
come to pass where high-yielding securities, held under a power to postpone, 
are redeemed and the proceeds have then to be reinvested in trustee securities 
with a drastically lower yield. Whatever the cause of the shrinkage in yield, 
the trustee is apt to be blamed, his alleged timidity often being adv ersely 
contrasted with the bold, if not always wise, policy pursued by the testator. 

The general downward trend of yields in the past few years has inevitably 
resulted in a good deal of hardship to life tenants, but where a trustee is 
anchored to securities authorized by the Trustee Act he cannot yield to the 
supplications of his impoverished beneficiaries and invest in sound industrial 
securities in order to redress the shrinkage of income. With a view to alle- 
viating the hard lot of such beneficiaries, Stock Exchange interests have 
repeatedly raised the question of enlarging the list of authorized securities. 
There is ample precedent for such a change, for the list of trustee — 
was extended at least seven times in the latter half of last century. A good 
case can be made out for further enlargement to-day, as the list of authorized 
securities is virtually confined to Government stocks, the yield on which until 
recently has progressively declined as a result of seventeen years of cheap 
money policy. 

Living testators can, of course, adjust their ideas of suitable investments 
by making provision in their wills, but trustees are administering a vast 
number of estates where their choice is confined to Government stocks. It 
has been suggested that even if remedial legislation is not introduced trustees 
could ask the Courts to vary onerous investment clauses, but it is very doubtful 
indeed if applications of this sort would be entertained. 

The only answer seems to be new legislation. Attention may be drawn 
here to the provisions of Schedule 3 of the Coal Act, 1938, which enacted that 
notwithstanding anything in the particular trust instrument, “ trustees might 
invest compensation moneys in debenture stocks or preference or wholly or 
partially guaranteed stock or shares of companies which have paid ordinary 

; dividends of at least 3 per cent. per annum for the previous five years, or in 
ordinary or other stock or shares which have paid minimum dividends of 4 per 
cent. per annum for the previous ten years’’. This seems to provide a recent 
precedent for a change and it is, therefore, all the more disappointing that 
when the possibility of widening the category of trustee securities was raised 
at intervals in the House of Commons in 1946 and 1947, the Chancellor of the 

day saw fit to give the questioners exceedingly dusty answers. 
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Compulsory Salieiane: A ‘Too 
Concession Withdrawn 
By George Whillans 


T the end of last year Sir Stafford Cripps announced the withdrawal (as 

from June 15, 1950) of a tax concession at present granted to persons 

compelled to remit certain income to this country under the Defence 
(Finance) Regulations (now repl aced by the Exchange Control Act, 1947). 
Since that announcement bankers have had numerous and varied queries from 
interested customers. It is now possible to investigate the practical working 
of the withdrawal of the concession and to clarify certain points which at the 
time may have seemed somewhat obscure. 

Before doing so, it is desirable to explain the nature of the concession and 
why it was originally granted. If a person who is resident in the United King- 
dom derives income from a source outside the United Kingdom the tax to be 
paid in this country may be calculated in one of two ways, dependent on the 
nature of the income and the status of the taxpayer. Liability to tax may be 
calculated either by reference to the amount of income which arises, irrespective 
of whether it is remitted to the United Kingdom, oy by reference to the amounts 
of income remitted to the United Kingdom. 

A British subject who is ordinarily resident in the United Kingdom or a 
non-British subject who is domiciled in the United Kingdom will be assessed 
for tax on all unearned income arising abroad. If he receives earned income 
from a foreign source (such as trading profits, salary or pension), however, his 
liability will be limived to tax on the amounts remitted to the United Kingdom. 
A non-British subject who is not domiciled in the United Kingdom or a British 
subject who is not ordinarily resident in the United Kingdom will be assessed 
only on the amounts of income remitted to this country no matter whether 
that income is earned or unearned. 

Under the Defence (Finance) Regulations (now the Exchange Control Act) 
residents of the United Kingdom have been, and are still, obliged to remit all 
income to the United Kingdom if this income arises outside the scheduled 
territories. This obligation does not entail any hardship, from a taxation 
point of view, in the case of a person who is assessed to income tax on all 
income arising abroad. Considerable hardship could, however, be incurred 
under it in cases where the recipient is taxed on the amounts remitted to this 
country. It was to mitigate such hardship that the concession referred to was 
introduced. 

The practice has been for the Revenue Authorities to calculate the liability 
to tax on the remittances year by year but to defer the collection of the tax if 
the money was not spent in this country. To qualify for this concession the 
taxpayer was required to segregate the moneys concerned by keeping them 
either on a specifi f banking account or in easily identifiable securities. If, 
through ignorat nce of the enna e of this concession, a person included the 
proceeds of his foreign income with other funds, the minimum free and unused 
balance has a n treated as being within the scope of the concession. The 
intention was to regard these funds as not remitted if they were sent abroad 
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again not more than six months after the cessation of the Exchange Control 
estrictions and to cancel any tax gue accordingly. 

It has now been announced that as from June 15, 1950, this concession will 
be withdrawn and after that date any income which is compulsorily remitted 
to the United Kingdom will be subject to income tax unless it is sent abroad 
wain immediately. Furthermore, any income compulsorily remitted prior to 
June 15, 1950, will be subjected to income tax unless it is sent abroad again 
before that date. 

If they are to avoid liability to tax, any funds of this nature which are 
ransferred outside the United Kingdom must remain abroad until ezther the 
taxpayer Ceases to be regarded as a resident for taxation purposes or the source 
from which the income was originally derived has ceased. Otherwise they will 
of the year in which they are returned to the United 


y iil 


be taxed as income 


Kingdom. 
Two points must be noted about the transfer of these funds. First, where 


the income concerned has been retained in identifiable securities it will not be 
sufficient merely to send those securities abroad—they must be realized and 
the proceeds must be transferred. S« sin it is not essential to return the 
funds to the country whence they can in fact, it is highly improbable that 
this could be done, as Exchange ( nie! permission must be obtaine d before 
funds can be transferred to a country outside the sterling area. There has been 
no statement to the effect that such permission will be given more easily in 
these cases, nor is there practical evidence of any easement. It will, however, 
be sufficient if the funds are transferred to another country within the sterling 
area. In this connexion it will be recalled that the Channel Islands and the 
[sle of Man are outside the United Kingdom for taxation purposes. 
This brief summary will have shown there are certain exceptions to the 
eneral rule. First, a person who was formerly resident in the United Kingdom 
aad thus compelled to remit income to this country, but who has now ceased 
to be regarded as a resident of the United Kingdom, has no necessity to transfer 
the funds abroad. Any funds retained on a specified account are regarded as 
outside the ambit of taxation when the recipient ceases to be a resident for 
taxation purposes. It should be noted, however, that this is not necessarily 
the same as the Exchange Control ruling whereby his account may be designated 
a foreign account. The Board of Inland Revenue has also given a ruling on 
the position in cases where the recipient of the funds has died. In these circum- 
stances it will also be unnecessary to make the transfer. 

Another case calling for special mention is that where the source ‘rom 
which the foreign income was originally derived has now ceased. Under the 
terms of the original announcement withdrawing the concession it would, 
strictly speaking, still have been necessary to transfer the funds outside the 
United Kingdom before June 15, 1950. Such a transfer would, however, have 
been a mere formality as the funds could be immediately repatriated to this 
country, if desired, without oe any liability to tax. As this would cause 
unnecessary expense to the taxpayer, who might be obliged to sell the identi- 
tiable securities and subsequently re-purchase them, the Board of Inland 
Revenue has given a ruling that it will not insist on the funds being transferred 
abroad in cases of this sort and any liability to tax will therefore be a utomati- 
cally cancelled if the source of foreign i income has ceased before June 15, 1950. 
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International Banking Review* 
Argentina 

HE Central Bank of Argentina has undertaken a census of the amount and 

nature of all foreign claims on Argentina outstanding at the end of 1949. 

Banks, commercial and industrial concerns and other institutions have been 
required to complete sworn declarations giving the amount and description of 
assets held in Argentina by or for the account of persons, firms and other institu- 
tions resident in other countries. In the case of financial service payments, it has 
been stated that the declarations should include details of payments due but 
unremitted at the end of 1946, the amount of payments that fell due in each year 
since 1946, the amounts actually remitted, payments made from balances held 
abroad and the balance outstanding at the end of 1949. It has also been stipulated 
that all amounts should be expressed in pesos, conversion being carried out on the 
basis of a rates’ table supplied by the autl iorities. Foreign exchange values quoted 
therein correspond closely to current “ free’’ or “ financial service ’’ rates, the 
sterling quotation being 25 pesos to the £. It has been suggested that this census 
may be a sequel to the recent discussions with the United States on the creation 
of conditions likely to encourage wider overseas investment in Argentina. 


Australia 


rhe Government has placed before Parliament the promised bill repealing all 
sections of the 1947 Bank Na itionalization Act which were left intact by the adverse 
judgments of the Australian High Court and the Privy Council. The new bill 
also provides for the re-establishment of a board of control of the Commonwealth 
Bank. Mr. Fadden, the Federal Treasurer, has announced that the new board 
will comprise the Governor of the Bank, the Deputy-Governor, the Secretary to 
the Treasury and seven other members. The Minister stated that the trading 
activities of the Commonwealth Bank would be continued in fair competition with 
the private banks. 

Among other measures in the programme outlined by the Governor-General at 
the opening of Parliament is a bill to change the Constitution to ensure that no 
measures which give the Government monopolistic rights in commerce or industry 
shall become law unless first approved by the people in a referendum. The 
Governor-General also announced in his speech that the Government was con- 
vinced that dollar import restrictions were still necessary, but that a major effort 
would be directed towards increasing the dollar earnings of Australia and the 
rest of the sterling area. 

The expansion in Australian bank deposits has continued to make rapid 
progress, a new record level of £A 929.9 millions being reached by the nine trading 
banks in January. This compares with {A 791.1 millions in January, 1949. All 
but {A 11 millions of the increase recorded in the past year has taken the form of 
arise in current account deposits. The expansion in deposits has caused the banks 
to transfer a further large amount to the central bank; frozen assets with the 
Commonwealth Bank reached £A 430 millions in March. 

The Minister of Supply, Mr. Richard Casey, has outlined the Government’s 
five-year development plan. Total expenditure contemplated is in the region of 
fA 1,000 millions. The Government expects that the finance will be furnished from 
public and private funds, the Federal Government itself being prepared to meet 
up to one-quarter of the total cost. The participation of overseas firms in the 
plan will be welcomed if they are able to furnish money, equipment and personnel. 
Such firms should also be prepared to bring to the Commonwealth pre-fabricated 
houses for their workmen. 





* Other current international banking news is discussed in ‘‘A Banker's Diary ’’, on pages 1-6. 
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Austria 








r] redit granted to Austria by a » of British banking concerns at the 
end of 19046 has been renewed Che credit is designed to finance the purchase of 
wool from Australia for the use of the Austrian textile mills. The only change 
nade in the arrangements takes the form of an increase in the credit ceiling from 
{1.5 millions to £2.5 millions, this bei counted for partly by the rise in the 
price of wool and partly by the panded turnover of the Austrian textile industry 

Belgium 
, Phe Governor of the National Bank of Belgium has criticized the Government's 
lan te part of the 1950 “‘ extra-ordinary "’ Budget of Frs. 17,500 millions 
Frs. 4,000 millions profit arising from the post-devaluation rise in the 
leium’s gold stock. He has pro] d utilizing the profit to reduce the 
bt to the National Bank, thus making credit capacity available for other 
The Government, which had evidently hoped that the use of these 
funds for financing capital expenditure would assist its drive to check the growth 


of unemployment, has now proposed a compromise. Under the new plan the 


profit will be brought into 1 1950 Bud: as an extra-ordinary item and lodged 
in a special account at the National Bank. The use to be made of the money will 
then be ré between the Ff nce Minister and the Governor of the Bank 


[The Government has fixed exchange rates of 42 bolivars to the U.S. dollar for 
to 


imports of essential foodstuffs and of 60 bolivars the dollar for imports of 
industrial raw materials and other vital commodities; the so-called “ free rate’ 
of 100 bolivars to the U.S. dollar will apply to all other imports. The foreign 
exchange proceeds of exports of tin and other mining products will in future be 
converted into bolivars at 72 bolivars to the U.S. dollar, against 42 previously. 
[he International Monetary Fund has raised no objection to these “‘ temporary 
measures ”’, having accepted the Bolivian claim that they represent a move 
towards unification of the Bolivian exchange structure’ 


Canada 
Che Canadian Minister for lisheries, Mr. Mayhew, has called for the establish- 
ment of a national Export-Import Corporation to facilitate the sale overseas of 
Canadian food and other primary produce. The Minister, who emphasized that 
he was not speaking for the Cabinet as a whole, argued that Canada’s unique 
trading problems demanded unique solutions. He claimed that many difficulties 
at present being encountered could be overcome by extending the scope of barter 
arrangements. The Government has hitherto been resolutely opposed to all forms 
of bilateral trading, but it has been suggested that Mr. Mayhew’s speech may 
have been designed to test the public’s attitude on this question prior to recon- 
sideration of the matter by the Government. 
\ survey of the economic situation in the Dominion by the Bureau of Statistics 


estin s t t capital investment will reach $3,587 millions in 1950, an increase 
of $162 millions on the 1949 level. The report suggests that the problem of finding 


. adequate savings to sustain investment outlays is tending to become more difficult. 
b Incomes after payment of taxes are stated to have shown an increase of 5 per cent. 
between 1948 and 10949, but as spendings rose more than proportionately, savings 
were actually about 6 per cent. lower. 


France 


The Conseil National de Crédit is stated to have given its approval to the 
nerger of two French banking concerns, the Banque Francaise d’Acceptation and 
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the Union Financiere d’Enterprises Francaises et Etrangeres. The new undertaking 


will be known as the Union Francaise de Banques pour |’ Acceptation et les Finance- 





ments Exterieurs. It will have a total share capital of Frs. 150 millions and will 
be unde the control of M. | 1es de | ourchier, the head of the Union Finan iere. 
The Bang l‘rancaise d’Acceptation was established in 1929 by the joint efforts of 
the | < of Fran und a number of leading French and Belgian banks, mainly 
with the purpose of participating in international acceptance and reimbursement 


‘redit busines [he Union Financiere was set up by a number of French banks 
in 1940, since when its main business has been in the financing of imports of raw 
materials and of exports of manufactured goods. It is expected that the joint 
institution will concentrate on the finance of foreign trade and will endeavour to 
levelop closer relations between French banking, industrial and commercial 





yncerns ane yverseas concerns. 
7 Economic Co-operation Administration has agreed to the use of Frs. 20,000 
; of counterpart funds for covering French reconstruction and investment 





Chis is to enable the investment programme to go forward while detailed 
plans for disposal of counterpart funds in 1950 are being worked out. 


India 


sudget proposals for 1950-51 provide for the termination of the system of 
limitation, the abolition of the business profits tax and a reduction from 


v 
5 to 4 annas per rupee in income tax paid by companies; company supertax is 


1 








increased concurrently from 2 to 2} annas per rupee. In announcing these adjust- 

ment inance Minister, Dr. Matthai, estimated that the financial year would 

irplus ¢ 2 mill if existing taxation policies had been 

continu it | uid that the adjustments made would leave a deficit of £2.8 
ii! 1 estimated us of £0.4 millions in 1949-50 

he } l that tl iulance of payments position showed an improve- 

n n of thi ir i d, however, that he could not visualize 

} 1 years mo ind advised India to rely 

her external trad He ted that despite devaluation 

I le to hold on to pre-devaluation pric 

; announced t it is making some relaxations in restric- 

tions oi during the period to the end of June next; imports, however, 

4 down to the levels indicated by export earnings plus releases 

from ster] ulances. Increased imports of- raw cotton and unmanufactured 

tol s permitted from the d area, together with larger imports of 

raw materials and essential consumer goods from soft currency areas. 
Indonesia 

Government is carrying out a drastic money purge as part of a programme 

( rm. It has ordered that all paper money in circulation shall be 

half is to be exchanged for new paper currency with a value 

half of that he original note. The right half is to be converted into a forced 

3p 3 ] n with no ninal value jual to one-qu irter of the \ alue of the 


original note. Similar treatment is being meted out to all bank accounts with the 
exception of the balances held with the Bank of Java by the private banks, the 


1 


Government transier office, the savings banks and certain philanthropic societies. 
The Government has also announced a new scheme for “ export inducement ”’. 
ffect of this is that exporters will in future be abl 

xchange certificates equal to 50 per cent. of the local currency proceeds of their 
exports over and above the local currency yielded by sales of foreign exchange 


earnings to the central bank. The certificates may be used to pay for imports or 


e to obtain foreign 
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sold in the free market. It is expected that the net effect will be that exporters 
will receive Indonesian currency up to twice the value of their original selling price. 


Italy 
é 
Government has announced the formation of a new non-profit-earning 
Mezzogiorno, to help speed the reclamation, improvement 
ind in Southern Italy pending the inauguration of a general 
he new bank is part of a ten-year develop- 
involve a total expenditure of 1,200 
ll be able to secure dollar loans. 
er Signor Lamalfa, the well-known 
and render them more efficient 
inks as well as steel, heavy 


che 1 of caused the Government to impose 

‘rarv ban on f ts from the sterling area. The Japanese Exchange 
Control Board h plained that the unexpected running down of the country’s 
sterli balance » te l liure Oj ling countries to buy Japanese goods 
the scale contemplated by th stir rad reement; the British authorities 
however, that t caus t] rouble is that seasonal factors 

expected lead to an active balan f trade with Japan at this 

have beet cravated by pe lv heavy Japanese buying from 


a tempe 


ountries. 


Netherlands 
I itry’s sterling reserve has caused the 
trictions. Traders have been instructed 
ing sterling expenditure overseas before 
ities. The decline in sterling 
se in Dutch purchases due in 
fforts ft itch pur- 
to the fact that 
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Poland 
The Government has announced its withdrawal from membership of the Inter 
national Bank for Reconstruction and Development and from the International 


Monetary Fund. 
apn Anie 


The Budget proposals for 1950-51 provide for an increase in the duty on petro! 
and fer increases in telephone < fl 9 postage charges to eliminate the estimated 
deficit (on the basis of existing taxation) of 1.1 millions. No changes are being 
made in taxation of the gold-mining concerns or private individuals. In his 
Budget statement, the Finance Minister emphasized the urgent need for stabilizing 
and consolidating the financial position of the Union. 


Switzerland 

A group of Swiss banks has purchased bonds issued by the International 
Bank for Reconstruction to the value of Swiss Frs. 28.5 millions. The rate o 
interest is 2} per cent. The bonds have been acquired for investment and will not 
be resold to the public. It is believed that the World Bank intends to use the 
Swiss franc proceeds to finance purchases in Switzerland of equipme! t wanted by 
some European and South American countries to which the bank is making loans 

The provisional payments agreement concluded with the United Kingdom for 
the year to end-February, 1951, indicates that Britain will be prepared to make 
gold transfers of up to £10 millions during this period if there should be a deficit in 
the sterling area’s balance of payments with Switzerland. This limit may be 
exceeded if financial transfers to Switzerland prove to be in excess of the budgeted 


figure. If larger gold payments are threatened as a result of the failure of Swiss 
imports of sterling goods to reach the estimated level, Britain will cut imports 


of Swiss goods and reduce the travel allowance. The sum set aside for British 
tourism to Switzerland in the year from May 1, 1950, has, meanwhile, been fixed 
at {5.9 millions, compared with £4.60 millions in the previous twelve months. 
Switzerland has agreed to continue to hold sterling balances up to a total of {£15 
millions without an exchange guarantee. Ihe Swiss holding of sterling has recently 
been standing well below the gold point at about {11 millions. ’ 


Turkey 





It has been announced that the new Turkish Bank of Industrial Credit, which 
is bei med to assist private enterprise to further industrial development, will 
have lof £T 50 millions. Half of this is to be found by the International 
Bank for Reconstruction. A consortium of Turkish banks and foreign banks 
operating in Turkey has agreed to provide {T 12.5 millions of the capital; the 
remaini ({ 12.5 millions will be loaned by the Central Bank of Turkey. 

U.S.S.R. 

The ¢ nment has announced that the gold value of the rouble has been 
fixed at 0.222168 grammes of fine gold. The dollar rate has been adjusted accor- 
dingly from 5.30 to 4.00 roubles per U.S. dollar and the sterling rate from 14.84 
to II. ubles to the £. The appreciation of about 30 per cent. in the value of the 

f the main world currencies indicated by these a edie its wil 

li influence on Russian trade with countries outside the Sovi phere 

since thi almost wholly conducted in terms of the currencies of these countries 

r oy b; | 1as been su 1 that the Russian decisi hye 

explained by propaganda consid onoeeencted may be designed to give an advantages 
to the U.S.S.R its trade wi a the Soviet bloc 

The justment of the « e of the rouble, which does not appear to 
be relate » cha sin th vt sing power of the currency in terms of 





} 
20 Ww iccompanied by c > cuts in internal prices. 





Courtesy 


N public relations very 
few things are worse 
than discourteous efficiency 
because the discourtesy 
lingers in the memory long 
after the 


efficiency 


forgotten. 


| 
It is the aim of a 


Bank to remember that 


public relations are human 
relations and that an 
important part of its work 
courteous and 


is to be 


helpful. 


Without so much as 


a word both the smile 


and the frown alike speak 


volumes. 
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4 r , Py + . . > i 
._ppointments and Retirements 

i 
Barclay’s New Vice-Chairman 

Mr. Ff. C. Ellerton, who has been a general manager of Barclays Bank since 
1942, fi n appointed a director of the bank and has n elected an 


idditio al i Nnairman o7 tl DOaTd, 


1 appointed an adviser. 





Bank of England—Mr. J. L. Fisher 
Mr. A. P. ¢ { » Smith, C.B.} ‘eed him as deputy chief cashier in charge of the 
Exchange Cor nd Overseas’ side of > cashier’s department Mr. Harry Arthur Siepmann, 
Lord Piercy, C.B.! Mr Humphrey} Charles ask rville Mynors, and Mr. Geoffrey Cecil Ryves 
Eley, C.B.E., have been re-appointed to the Count of the Bank for a period of four years from 
March ie »50 

Bank of Scotland John Craig, C.B.E., D.L., has been appointed deputy governor to fill 


retirement, on medical advice, of Mr. James Gourlay, B.S« 














the Va incy sec 
Barclays Bank—Mi 
board. 

Barclays Bank (D., Cc. & QO.) 


f 


impson has been appointed a member of the West Yorkshire local 


he bank, has retired 


from the board of directors an un board but will 
continue as a member of that be chairman of the 
South African board and ha 


I 
i 





British Linen Bank—Head Oj uu to the late 
Mr. R. M. Ferguson. Mr. A. J. Camer staff manager, to nanage Ir. W. R. Park, inspector, 

: [ ilkie, fre Pollok to be manager 
on retirement of Mr. D. M. McFa ] eign Dept., Glasgow, 
to be joint mar rin association with the preser lage ir. J. Lay n. Glasgow, St. George’s 


to be staff mar r. Glasgow, W/ 






Cross: Mr. J. R. Stephen, from Lor 
District Bank—Dolto Mr. ¢ I 
Lloyds Bank wd of Direct i 
Nels« und JT Rt Hon Lord 





E., T.D., Sir George 
e been elected to 


seats on the I 1 rhe death is announced of M: i lliar ») had been a director 
sin P | 1 ber of tl Mr. R. C 
Chapple Gill, who w :ppointed to the board in 1924, ha { l ill continue to serve 
on the Li pool Committes 5 Alexander Murray, K.C.I.E., C.B.E., a director since 1929, 














Advay \ ones, | ‘ 3Iri 
f J t Brane I to | it control hief 1 
| Portsmouth, Mr. M. \ R. Darl fre 
( 1H i l \ t S 
staff controll 8) Western Ar to be as int sta Cre r\ 
to be staff cc ler, South Western Area; M r. R. Evans, an 
South Wal 1. retirement of b. A. Williams after 41 years 
Mr = assistant staff ary, t principal Mir. J 
W pol ~ l +} 
1 | O. Ma ¢ { Jers a » be mana y 
/ F. W. Gambl ym Market Harborough, to t 
( ell. ¢ d q \ 5. V. Ba t, from 12 ) 
l S.H R. A. M. Hallam, from 1d O 
Ir. F. E. Ruffell, from Moorgate, E.C., to be b-manas 
# ow, to be manager on retirement of Mr. T. ¢ 
¥ \ ( rae, irom Cl Dsl i oy te to be manacel f 
E. Wa ) 1 Che 1 W., te ’ ] ] }. W evo t I table, 
to be a sub-manage Ke n High Street, W.: Woodford-Smith, of Sle Adetaguastiaa 
staff, to I D inager. Ludl Mr. E. Coles, ww, to D anager. Manchester, 
Piccadilly: Mr. W. M. Yat from Oldham, to | n i i.) H. Clarke 





Market Harborough ir. W. W. Groom, from Bo ( Mr. J. W. 

Oldham, to be n er. Portsmouth, North End Mr. I. Calvert-Tones, of the 
f, to be sub unager. St. Jamtes’s Stre S.W.: Mr. H. W. P. Harrison, M.C., 
yn J I reet, W., to be sub-manager. Shoredit r. J. L. Wright, from 





Martins Bank— Mr. James Me Ke — k, J : . chief general manager, has retired after 50 years’ 
distinguished vice mae, &. 2. i ~puty chief general manager, to be chief general 

, ief general manager. 
London—68 / wd Street: Mr. E. H. Priestley to be an assistant r; H lowa ' Road: 
Mr. A. H. Lowe to be manager: King ay: Mr. K. L. Bainbridge to be assistant manager; 


[Continued on page 62 





Manager, and Mr. M. Conacher, ju int ge ele manager, is to be dept 
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Banking Statistics 


National Savings 
(£ millions) 


Savings 


j 
Certi- 





al | ficat 
— i 
ull | net) 
j 
202.8 j| 1948 Sept 2.3 
| Yet _ + 
195.9 aa 2.7 
. ) > > 
ra. | owe nee 
—— Dec 2.3- 
47.5 | 
49.5 | 1949 Jan. $7 
87.1 | Feb 2.3 
ie | 4q , 
17.0 | la i.3 
14.2 } April 1.0 
14.2 | I 
8.5 | May 0.6 
, June 1.9 
+ July . 2.9 
g 
* j Aug. . 1.9 
t | Sept. . e 
= $+-7 Oct. “ee 
58.1 Nov. . 3.1 — 
’ | Dec 4.2 
5.1 j 19s J ur 0.6 - 
ie.2. 7 Feb 3 


Benefit Accounts from July, 1945. 





Ordinary Revenue and Expenditure 


j By Ord. 

Deficit | Quarters Ex 

én {m 
| 1946 IT] 918.3 
127.5% | I\ 361.1 
manne 1947 I 1228.9 
I] 619.8 
b45°-3 y Ih} 808. 3 


-7OT.O Be xa 736.1 


13°3 | 1948 I 1023.0 
749.9 lf 612.5 
. III 751.4 
TOO I\ JI .4 
1904 ' ? 
. li 1.0 
IT] 33.0 

S LV SZ 

liture + Surplus 


Floating Debt 


rch 1 Feb. 25 March 4 

1949 1950 1950 
{m fm 

12.5 ” 2.3 0.8 


$30.5 402.4 419.4 


O.¢ 920.0 2910.0 
2243.4 1940.2 1553.60 
1054.5 494-5 494.5 


>.¢ aoc 2 5708 2 
. 739 ju 


= NN 





Savings 

Banks Total 

(net)* Small 
8.3 8.8 


9-9 4.9 
8.0 3.6 
9.6 — 13.2 
25-7 28.6 
16.0 18.6 
10.5 10.9 
9.7 10.8 
2.9 1.8 
4-0 5-9 
9-5 — 13.4 
0.3 - 3.8 
7.1 *3 
7°7 4.6 
1.8 3.0 
12.7 — 18.8 
17.6 15,2 
13.0 7.2 
Rev Deficit 
{m {m. 
I 206.2 
6 (22.5 
5 32.6} 
$0.1 220.37 
5 0.7 
S 25-41 
5.8 412.8 
.8 i81.o0f 
ay 80.2 
2.7 11.37 
r.9 581.77 
a 2.8} 
7 12.3 


12 7 


rr, March 18 
1950 
{m 

§ 428.8 


« 2910.0 
6 1910.0 
482.0 





7 6 2 5730.8 


—_—_- 
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freasury Deposit Receipis 
R 1 Redeemed Outstanding+ 
i m ém. ‘ 
948 Marcl 1% ‘ 45.0 155.0 1291.0 
jun BD « 269.0 178.0 1408.0 
t 20 ’ 550.5 452.0 1449.5 | 
i 200.0 ror.o I5I1I.0 
M ; ee . } 
949 March g 274-5 i50.5 1135-5 
Jun 30 95.0 194.0 1243.5 
July > 157.0 154.0 1246.5 
A > 65.0 142.5 I1609.0 
Sept 30 - 255. QII.0 
Oct ) 5 Oo 1s >) 778.0 
No 2 ped - | 
I ) - -3 754-5 
D 7 60.0 $2.5 $72.0 
50 Jan 28 288.5 583-5 
} } : . 
I ) ».0 494-5 
°*P nd on last Saturday it ach month, except at final mouth in each quarter 
t The T.D.R. issue reached its highest level on September 7, 1945, at £2225 millions. 
1949 Ne New ] 1949 N New 
W ended Raised Redeemed Borrowins | Week ended Raised I ‘med Borrowing 
Sept 7 5 2.0 v) 24 Po “2 pe 
1 5 , | -O 10.0 | 
30 ) 59 | 1950 
| 
t Q ) 4 5 Jan 7 42.0 42.0 \ 
, 15 $.0 } -¢ 4 3.0 63.0 
2 0.0 69.0 oO 117.5 5 
2 0.0 o 
\ - x = 
NOV , ; i 4 30.5 
O 2.0 - = 1.6 
4 T ) i s 16.5 
2 I 1.0 oO 2.0 
° 4 , 
I { | 18 12.5 - 12.5 

















Midland Bank ! I } 1. I t »f branches 
1 97 i W j ) ) 2 v F W.R 
Heat ; ) Mr ( i id 
be n i 8 » I ( of } I , 
Car t hor} 
Roa M W. Eva 3 ’ on? ( ( A] temp. Neath: 
Mr. T. | Am! l I rt « |. H. ] y l; 
M Tl. Wall I I 1 i [ J. A. Goodall. S , Ir. C. B. Reeves 
of ( > . 
National Bank of Australasia l I i 1 of Liovds | x, has 
L 1 ti n tl Lo lo M Leonar as ‘ted 
in ¢ urd ) fill +} ! jeath 
of I (,. D } 
National Bank of Scotland \ bra ias b } 99 Queen St., 
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ROYAL BANK 
OF SCOTLAND 


RESERVE FUND INCREASED TO 


SCOTTISH 
ACTIVITY 


DIVERSITY Ol 
INDUSTRIAL 


NEED FOR THE GREATEST EFFORTS 
THE DUKE OF BUCCLEUCH ON 
THE POLITICAL SITUATION 


HE Annual General Court of Proprietors 
of the Royal Bank of Scotland was held 
at Edinburgh on March 15, 1950. 


Duke of Buccleuch and 
G.C.V.O., Governor 


His Grace the 
Queensberry, K.T., P.¢ 
of the Bank, presided. 


The Governor said: 


Before dealing with the ordinary business of 
the meeting, I have to refer to the great loss 
experienced by the bank through the death of 
the Right Hon. The Earl of Strathmore and 
Kinghorne, D.L., who had held office as 
Deputy-Governor since March, 1945. The 
directors record their deep sense of loss in his 
passing and their high appreciation of his 
interest in the affairs of the bank. The Hon. 
Michael Bowes-Lyon, brother of the late Earl 
of Strathmore, has been elected by the directors 
as Deputy-Governor, and they feel sure that 
this appointment, which maintains a connexion 
between his family and the bank which has 
subsisted since 1875 with only one break, will 
be as welcome to the proprietors as it is to the 
board. 


Mr. Gerard | owys Dewhurst, who was 
chairman of Williams Deacon’s Bank Limited 
and one of our ordinary directors, retired 
from our board in lv after having rendered 
long and valued services to both banks. The 
directors were glad to offer him, and are pleased 
that he has accepted, appointment as an extra- 
ordinary director of the bank. 





Sir Walrond A. F. Sinclair, K.B.E., has been 
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elected to fill the vacancy on our ordinary 
board and holds office until this Court, when 
he is eligible for re-election. Sir Walrond 
Sinclair has for many years been a director 
of Williams Bank He recently 
became chairman of their board and, in view 
of his wide experience and well-established 
reputation in business affairs, we feel sure that 
the appointment will be cordially approved by 
the proprietors 


Deacon’s 


I assume it will be your pleasure that the 
annual report of the bank and our balance- 
sheet and pre fit and loss account and those of 
Glyn, Mills and Co., and Williams Deacon’s 
Bank, Limited, which have been circulated, 
shall be taken as read, but in compliance with 
statutory requirements the auditors’ report falls 
to be read at this meeting, and I now call upon 
the secretary to do so, after which it is open 


to inspection by any proprietor. 
The Secretary then read the auditors’ report 


The Governor continued: Turning now to 
the accounts, which you will observe are in 
similar form to those of last year, with the 
parative figures, the directors 
sed to submit a statement which they 

actory. I shall confine 
to the affairs of the 
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DEPOSITS AND OTHER LIABILITIES 

Our deposits and other accounts for the first 
time since 1939 show a slight contraction, but 
this reflects the general trend and does not 
indicate any lessening of our activities, which 
are fully maintained at their post-war high 
level. 


The item Acceptances and other Obligations 
shows a substantial increase on the year, and 
is indicative of the ready support we are pre- 
pared to give to facilitate foreign trade, with 
which it is mainly connected 


Our capital remains unchanged at £4,250,000, 
but the published reserve fund, by the addition 
of £112,847 from the year’s profit, is raised to 


£4,072,553- 


LIQUID ASSETS AND INVESTMENTS 


On the assets side our customary liquid posi- 
tion has been more than maintained with cash, 
balances with the Bank of England and other 
banks, money in London at call and short 
notice totalling £30,800,000. This sum repre- 
sents over 21 per cent. of our liability for 
deposits and notes issued. 


There is little change in the total of bills 
discounted, but there is an increase of about 
£300,000 in the trade bills comprised therein. 
The Treasury deposit receipt total is halved at 
£5,000,000, being the result of the policy fol- 
lowed by the Treasury during the year. 


The total of our investments is much the 
same as last year, and as usual those quoted 





are valued in the balance-sheet at or under 
the market prices ruling on the date of our 
balance well 
distributed, and there is a large irtion in 


urities are 
prot 


the short and medium dated stocks 


The increase of more than 5,000,000 in our 


to customers is well spread over the 


advances 
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main fields of lendin nd it is in line with 








the general banking experien I may say, in 
passing, that, adhering loyally to the principles 
which govern lending by banks at the present 
time, we have foun rsely obliged to refuse 
1 number of applications for advances which 


were unexceptionable from the point of view 


of safety and security, but when the conditions 
affecting the national interests are satisfied, 
we are in a position, and are prepared, to lend 





to all credit-worthy borrowers 


idiary com- 


> 1S no significant 


The valuation of our 
panies is unalter and t 
change in any of the other assets 


of 


PROFITS AND APPROPRIATIONS 

We now turn to the profit and loss account, 
where we show an increase of {2,461 in our 
profit for the year, which, considering all the 
circumstances, including a further increase in 
charg ill kinds, may be regarded as satis- 
factory. Following our usual practice, full pro- 
vision has been made for contingencies and all 
bad and doubt debts 


s of 








Two interim dividends were declared and 
paid respectively at midsummer and Christmas, 
amounting together to 17 per cent. per annum, 
and the directors do not recommend any fur- 
ther divide The allocations 
proposed for property maintenance and staff 
pension fund are similar to those of last year, 
and there remains £112,847 to be added to our 
reserve fund, raising it to £4,672,553, as I have 
already mentioned. 





id for the year 


THE THREE BANKS: A 


ORGANIZATION 


UNIQUE 


issociated banks, Glyn 
Williams Deacon’s Bank, 
submitted at their general 
1 it is only necessary for me at 
to report that the businesses of these 
le 


The accounts of our 
Mills and Co. and 
have already been 
meetings, al 
this stave 
two institutions « elop along very 
sound and satisfactory lines. The three banks, 
working closs together and yet maintaining 
their own characteristics, form a banking group 
which can aptly be described as unique, and 
I would again lay stress on the willingness of 
each of them to plac ervices at the 
disposal of the cr 


ontinue to ¢ 





their 


stomers of the others 


A year ago I referred to the impending publi- 
cation of The Three Banks This 
venture has now been successfully launched, 
and I am glad of this opportunity to say 
publicly how much we have appreciated the 
many complimentary references which have 
been made to it. The “ Review ’’ now enjoys a 


Review 
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world-wide circulation, and we have been much 
encouraged by the many requests from instity- 
tions and individuals in many different coun. 
tries to have their names added to our mailing 


POLITICAL SITUATION 


I speak to you at a time when the 








political situation of the country is 
in an uns ed state, and it should be clear 
that th S all men of good will— 


political opinions may 
forg i ifferences and to concen- 
trate their activities on safeguarding the best 
interests of the nation. There may even be 
advantages in a new Parliament with a small 
Government majority and, with wisdom and 





tolerance on all sides, the nation might benefit 
from a period devoted mainly to the necessary 

nancial measures, administrative improve- 
ments, a a minimum of legislation. It 





be argued that legislation has been 
nt years, increasing domestic 
controversy imposing burdens on State 
departments, local and industry 
which cannot readily be absorbed and which 
id greatly to the time and cost of non-pro- 
In the circumstances I hesitate 

detailed observations on 
iction designed to place the 
nation on a more realistic 


excessive in rec 





and 


authorities, 


ductive work. 
eto venture 
Government 
affairs of the 
foundation. 


any 


There is much to be done, and it will be to 
the advantage of all if the appropriate action 
is not too long delayed. The heavy rate of 
public expenditure is a problem which sooner 
or later must be tackled. An individual may 
for a time live beyond his means, and a country 
may do the same. But it is only for a time. 
The end is alike in both cases, and it is disaster. 


THE DOLLAR PROBLEM 


There is also the dollar problem, and it has 
to be solved by 1952, when Marshall aid is 
due to end. Devaluation may help, but this 
has still to be proved, and the position from 
this angle is being made all the more difficult 
by the disappearance of the sellers’ market. 
Production in this country is still at a high 
level, and so is our export trade, but the 
problem is to get our goods into hard cur- 
rency markets and to the extent that is 
necessary to give us a properly balanced 
economy. The shipment of goods to other 
markets in the form of unrequited exports 
may be a nice gesture, and certainly it aids 
employment in this country for a time, but, 
in need of food and raw materials as we are, 
it would be much to our advantage if we 
could, to an ever greater extent, direct our 
exports in a way which would enable us to 
command visible imports in return. 


SCOTTISH AFFAIRS 


Turning to the position of affairs in Scot- 
land, one is glad to say that, while we cannot 
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expect to remain immune from the problems 
which affect Britain as a whole, there is visible 
a determination on the part of the Scottish 
people to overcome, in so far as it is in their 
power, the difficulties with which they are 
faced. The Scottish Council is worthy of 
every praise for its ceaseless efforts to further 
the interests of the country, and it is to be 
congratulated on the outstanding success 
achieved by the Scottish Industries Exhibition 
in Glasgow in the autumn of last year. The 
shipbuilding yards are still busy, but the posi- 
tion in this highly important industry is 
causing concern by reason of excessive costs 
and the fact that new orders are not coming 
along in anything like sufficient volume to 
replace the work which is rapidly being com- 
pleted. It is to be hoped that this state of 
affairs will be remedied, as any recession in 
trade is bound to affect many smaller concerns 
whose activities are closely related to the ship- 
building industry. 


In Scotland in recent years there has been 
a growing emphasis on the need to establish 
what are termed light industries, and the 
diversity of industrial activity thus achieved 
will make for greater stability in employment. 
Agriculture, still our largest industry, con- 
tinues to do well, and the need to develop 
food production at home remains as great as 
ever. The export business of certain of our 
specialized industries continues to help in 
easing the dollar position, and similar aid, if 
meantime on a somewhat lesser scale, has 
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resulted from the efforts being made to reduce 
imports by developing new lines of production. 


On the whole it can be said that, while at 
times unemployment figures in Scotland have 
shown a tendency to rise, the trade and indus- 
try of the country may be regarded as good. 
But this is a short-term view. Looking ahead, 
and paying every regard to the alleged virtues 
of a planned economy, we are forced to the 
conclusion that the present standards of indus- 
trial output will only be maintained by the 
greatest efforts and, it may be, sacrifices on 
the part of employer and workman alike. And 
if that should prove to be the case, may we 
not regard it as a challenge to a race which has 
the character and ability to meet it? 


TRIBUTE TO OFFICIALS AND STAFF 


The directors desire once again to place on 
record their sincere appreciation of the valued 
services rendered to the bank during the year 
by Mr. Thomson, the general manager, the 
assistant general manager, and the officials 
and staff at head office, London, City, and 
West End offices, Glasgow, Dundee, Aberdeen, 
and all the other branches. 


I now beg to propose that the report, con- 
taining a statement of the accounts and 
balance-sheets, be approved. 


The report was approved, and the governor, 
deputy governor, extraordinary directors, and 
the retiring ordinary directors were re-elected. 











FACTS - FIGURES . 


DURING THE YEAR ENDED DECEMBER 3lst, 1949:— 
@ 9517 mortgage advances were made for a total of £6,671,760 


@ 9076 mortgage advances were for under £2,000 
@ 854 mortgage advances were to sitting tenants at an aver- 


age of £559 


® Grants approved represented 614% of the sum of the 


relevant purchase prices 


@ There are no properties in possession and no receiverships 


@ Average mortgage debt... £578 
® Average investment account . . . £352 


THE BURNLEY BUILDING SOCIETY 
Head Office: GRIMSHAW STREET, BURNLEY 
London Office : 102-3 HIGH HOLBORN, W.C.1 


Small or Large Sums can now be accepted in the Funds of the Society 














THE CHARTERED BANK 
OF INDIA, AUSTRALIA 
AND CHINA 


MR. \ A. GRANTHAM’S REVIEW 





Bishopsgate, Lond 


The following is an extract from the st 
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HONGKONG & 
SHANGHAI BANKING 
CORPORATION 


INCREASED PROFITS 


HE ordinary neral meeting of the 
Hongkong and Shanghai Banking Cor- 


“= poration wa veld in Hong Kong on 
Vi 110 

The Hon. § Arthur Morse, C.B.E., the 
chairman, in the course of his speech, said: 


The profit for the year, after 


making trans- 





fers to provisions and reserves for contingencies 
after deducting special administrative 
penses and iditors’ fees, amounts to 
H.K.$17,042,477 and exceeds the correspond- 


o fi evious year by just over 
$250,000 After taking inte rccount the 





balance of profit brought forward from last 
year, the sum available for distribution 


amounts to $21,321,108 
As last year, your recommend 
that the sum of $3,000,000 should be written 


directors 


off bank premises After allowing for this 
amount, for the interim dividend of {2 per 


share and for the final dividend of £3 per share 
which is now proposed, the balance of profit to 
be carried forward to next year will amount to 
$5,359,083, an increase f approximately 
corresponding balance 


the previous year. 





31,050,000 over 
carried forward from 
The Note Issue has again increased and 
exceeds the previous year’s total by over {2 
million. Amounts due to subsidiary companies 
and acceptances on behalf of customers are 
this year shown separately from _ current, 
deposit and other accounts, and the total of 
the corresponding 
by just over {2} 


items exceeds the 


figure for the previous yea 
million 

The aggregate of cash at bankers and money 
is this year slightly higher than the 
corresponding figure for the previous year. 

The total of investments shows a decrease 
of just over £7 million, as compared with last 
year’s figure, but this decrease is offset by an 
increase in bills receivable and items in transit, 
thus indicating an rease in the funds of the 


at call 











bank now employed in financing trade. The 
amount of the provision for bad and doubtful 
debts has this year been deducted from the 
total of advar t 1 ers and other 
accounts and this it t the h liabilities 
f custe ; fo eptance ne shows an 
f im as compared with 
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bal h isa r deduction of the 
] } t recommend 


Id b ten this item, and the increase 
t t l v the corre 
1 fignre last ye f further 
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THE EASTERN BANK 


CONSERVATION OF RESOURCES 


SIR THOMAS STRANGMAN’S 
STATEMENT 


The Eastern Bank, Ltd., will be held on 
April 5, at noon, at the offices of the 
Bank, 2-3 Crosby Square, London, E.C.3. 

The following is an extract from the state- 
ment by the chairman (Sir Thomas J. Strang- 
man, K.C.), circulated with the report and 
accounts, for the year ended December 31, 
1949: 

The net profits for the year amount to 

{118,244 as against £110,998 in the preceding 
year. 
" Current Accounts are down by a little over 
{1,150,000 due to the closing of the last of our 
official war-time accounts and to the control 
of Iraq Currency having passed from the Iraq 
Currency Board to the National Bank of Iraq 
and the consequent transfer of the account. 

The aggregate of these two accounts exceeded 
the overall decrease of £1,150,000: our other 
unts thus show an increase. Other items 
in the Balance Sheet indicate increased busi- 
ness activity. Thus there is an increase of 
{£540,000 in Advances and Bills Receivable are 
up by £325,000, or if various Government 
Treasury bills be excluded, by £475,000. The 
money required to meet the changes in Current 
Accounts and Advances was provided by the 
sale of investments while the additional Bills 
Receivable were financed from our surplus 
Cash. 

The appropriations from the net profits 
which are recommended consist of £30,000 to 
Premises, £50,000 to Contingencies and a final 
dividend of 3s. 6d. per share less tax, being the 
same as the final dividend in the previous year. 
If these appropriations be approved the carry 
forward will be increased by over £5,000. 

In view of the fact that the Bank is com- 
mitted to various building projects, to be 
mentioned later, together with the high costs 
prevailing throughout the East, the transfer to 
Premises is one dictated by common prudence. 

he transfer to Contingencies is likewise a 
mvasure of common prudence having regard to 
prevailing economic and political uncertainties, 
although in respect of our holdings of various 
Government Securities I am happy to say that 
the fall in market values was covered without 
recourse to inner reserves. 

The devaluation of the pound followed by 
the devaluation of currencies in all the coun- 
tries we serve (except Pakistan) did not affect 
us adversely. Indeed on balance it turned out 
to be to our advantage. 


To fortieth annual general meeting of 





VISIT TO BRANCHES 


_in October, November and December, Sir 
Evan Jenkins, our Deputy-Chairman, made a 
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tour of all the Branches which he had not 
visited in the preceding year and re-visited 
some of those to which he had paid a visit. His 
reports now cover all the Branches of the Bank 
and have been of the greatest value to his 
colleagues. The experience he has gained of 
local conditions and his contacts with the whole 
of our Staff in the East will likewise be of the 
utmost advantage to him in the position he is 
about to fill. 

Generally speaking business was brisk al- 
though as controls in the countries where we 
are established became more strict their imports 
tended to decrease. Controls, although irksome 
in many respects, have at any rate had the 
result of preventing the undue accumulation 
of stocks and consequent Bazaar failures. 
Any signs of over-stocking at the commence- 
ment of the year tended to disappear with the 
tightening up of controls. Bills continue to be 
promptly taken up except in a few isolated 
cases. 

The cost of living continues high and 
housing difficulties continue. Before the war 
the Bank provided accoinmodation for certain 
of their Managers, but granted house allow- 
ances to other British members of the Staff who 
were left to make their own arrangements. The 
shortage of houses in all the larger Eastern 
Cities and the high rents prevailing have con- 
vinced the Board that the problem can be 
satisfactorily solved only by the provision of 
accommodation, and although this ‘policy will 
take time to put into force a start has been 
made, particularly in Iraq, the Persian Gulf, 
Singapore and Malaya. 

IRAQ 

The outstanding financial events of the year 
were the transfer of the control of currency by 
the Iraq Currency Board to the National 
Bank of Iraq on July 1, the loan of £3,000,000 
by the British Government to the Government 
of Iraq for Railway Construction and the 
devaluation of the Dinar to the same extent 
as that of Sterling. 

Preparations were also made during 1949 
for a new Law for the Control of Banking in 
[raq. An Ordinance for the purpose was pro- 
mulgated early in this year but has not as yet 
been ratified by Parliament. The Ordinance 
provides that the proportion of our Iraq 
Liabilities which must be employed in the 
country should be 50 per cent. (the pre-war 
level) and that the capital allocated to our 
Iraq Branches must also be employed in Iraq 
at any rate to the extent of 50 per cent. 

The time has now come to hand over the 
reins to a younger man. My successor as 
Chairman will be Sir Evan Jenkins, who, since 
he became a member of the Board, has so fully 
acquainted himself with all the affairs of the 
Bank. His experience as an outstanding 
administrator in India will be of the greatest 
value, particularly in the troublous times 
which lie ahead. I would end with my usual 
tribute to the Staff, who one and all, whether 
in London or abroad, under the able and 
sympathetic guidance of Mr. Golder, have 
produced the results which have been placed 
before you. 


MERCANTILE BANK OF 
INDIA 


FURTHER EXPANSION 


SIR CHARLES INNES’S REVIEW 


T 


The following are extracts from the state- 
ment of the chairman, Sir Charles A. Innes, 
K.C.S.1., C.1.E., circulated with the report 
and accounts for the year to December 31, 
1949: 

The acc w that in 1949 the business 
of the bank continued to expand, the balance 
sheet total I {54 millions compared with 
£494 millions in 1948. The increase is due to 
a rise in deposits which now stand at nearly 
44 millions in excess of the 
previous year’s figure. On the assets side, cash 
is up by £2.2 millions and investments at 
£14,055,552 are about the same. There has 
been an expansion in bills 1 loans and 
advances and they total millions, nearly 
{2.2 millions more than in 1948. The profit 
works out at {191,805 and we are maintaining 
the dividend at 12 per cent., less tax. 


annual general meeting 
» Bank of India, Limited, 
on on March 30. 
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There has been a heavy fall in the values of 
gilt-edged securities in the Stock Exchange 
during the past year. Fortunately most of the 
securities in our portfolio are short-dated 
securities and though there has been some 
depreciation, the market value is still in excess 
of the value at which the securities stand in 
our books. 
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CONTROLS AFFECT TRADE 

The pattern of international trade continued 
in 1949 to be distorted by the exchange and 
other controls which many countries found it 
necessary to maintain or impose, and there 
were also signs that market conditions were 
beginning to turn in favour of the buyer 
Nevertheless, as the figures show, the bank 
continued to prosper, and except in such 
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places as Shanghai, our branches did good 
business. Perhaps the most important imme- 
diate effect of the devaluation of sterling from 
the bank’s point of view was that it sent u 
the sterling price of rubber and tin and thereby 
benefited not only the industries themselves 
but also the economy of Malaya. The increase 
in the rubber price also helped Ceylon. 


It is too early to say what effect devaluation 
will have on internal prices in the countries 
which adopted this device. It should also be 
remembered that inflationary trends still per- 
sist in most of the countries in which we have 
branches. Inflation increases both profits and 
expenses, and the danger is that when trade 
begins to recede the profits will diminish, but 
not the expenses. 


INDIA’S PROGRESS 


The progress made by India since partition 
has been remarkable. The new constitution 
has been framed and on January 26 last India 
became an independent republic though at 
the same time she decided to remain within the 
Commonwealth. Good work has been done in 
the rapid integration into India of the terri- 
tories formerly under Indian State rule, firm 
action has been taken against the Communist 
menace, and a pleasing result of India’s new 
political status is the very cordial relations 
between Indians and the British business com- 
munity. In some respects, too, the economic 
situation is better than it was in 1948. 


In Pakistan the Government were faced 
with an even more difficult task than India 
when partition took place. They had to 
establish themselves in a new capital and to 
organise from the very foundations all the 
complicated machinery of a Central Govern- 
ment. It is no exaggeration to say that they 
have done a wonderful job. 


Hong Kong has experienced another year of 
great prosperity. The trade figures speak for 
themselves. Imports were valued at $2,750 
millions and exports at $2,310 millions, both 
being record figures. The corresponding figures 
for 1947 were $1,550 and $1,217 millions res- 
pectively. These figures indicate that boom 
conditions prevailed throughout the year, and 
Hong Kong is now the financial centre of the 
Far East. 
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